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Suite 2400
865 South Figueroa Street
Los Angeles, CA 90017-2566
Hope R. Levy-Biehl
213.633.8608 tel
213.633.6899 fax
hopelevybiehl@dwt.com

April 27, 2020

VIA EMAIL, FOLLOWED BY PERSONAL DELIVERY
Scott Chan
Deputy Attorney General
California Department of Justice
Office of the Attorney General
Charitable Trusts Section
455 Golden Gate Ave., Suite 11000
San Francisco, CA 94102

Re:

Verity Health System of California, Inc. Notice of Proposed Transfer
of Seton Medical Center and Request for Consent

Dear Mr. Chan:
Pursuant to California Corporations Code Section 5914 and Title 11 of the California Code
of Regulations, Sec. 999.5, Verity Health System of California, Inc. (“VHS”) hereby provides
notice to, and requests written consent from, the California Office of the Attorney General (the
“AG”) for the proposed sale (the “Transaction”) of the assets of Seton Medical Center (“Seton” or
“Hospital”) to AHMC Healthcare Inc. and/or one or its newly created affiliated entities AHMC
Seton Medical Center LLC (collectively “AHMC”) pursuant to the Asset Purchase Agreement
entered into by and between Verity Health System of California, Inc., Verity Holdings, LLC, and
Seton Medical Center, as Sellers, and AHMC Healthcare Inc., as Purchaser (the “Asset Purchase
Agreement” or “APA”).1 The sale to AHMC described in the enclosed notice (the “Notice”) is
critical in order to preserve and enhance the essential health care services Seton Medical Center
provides, and to ensure it remains open and continues to operate as a hospital.

Pursuant to the Bankruptcy Court’s Sale Order enclosed herein as Exhibit 2 to the Applicant’s response to Section
999.5(d)(1)(B), VHS and Seton hereby reserve the right to challenge any conditions imposed by the AG upon
completion of its review of this submission. Neither VHS nor the Applicant are, through this request, waiving the
right or ability to later assert that the Hospital may be sold free and clear of conditions imposed by the Attorney
General under § 363(f) of the Bankruptcy Code.
1
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As outlined in greater detail in the Notice, and with limited exceptions, AHMC has agreed
to honor the conditions issued by the Attorney General’s office in September of 2019 as part of its
review of the sale of St. Francis Medical Center, St. Vincent Medical Center and Seton Medical
Center to Strategic Global Management, Inc. (“SGM”). VHS hereby requests that the AG approve
the Transaction and issue conditions consistent with those AHMC has agreed to accept in the APA
and schedules attached thereto. This is critical because Seton Medical Center, as a chapter 11
debtor, cannot endure another failed sale as it did last year, especially as its main Daly City campus
has pivoted to providing services to COVID-19 patients pursuant to its Services Agreement with
the State of California.
We would also like to renew our prior written requests for a streamlined, expedited review
of this Notice. Not only does VHS respectfully submit that the chapter 11 cases and the cash losses
warrant an expedited review, we have analyzed the legal requirements and believe that a 45-day
review period is reasonable and can be accomplished under the circumstances, and is appropriate
here, in part, because of the Attorney General’s authority under the applicable statute to waive its
review completely. The Attorney General already has extensive knowledge about the sellers, the
Hospital, the communities it serves as well as the services it provides, as it has spent (directly and
through its consultant) thousands of hours reviewing this Hospital (along with St. Vincent Medical
Center and St. Francis Medical Center) last summer in the context of the prior failed sale to SGM.
Further, the Attorney General also has extensive knowledge about AHMC, as it approved its
acquisition of Parkview Community Hospital Medical Center in 2019. The Seton Medical Center
operations have not changed materially since the review last year (other than in recent weeks as the
Hospital has transitioned to primarily providing services to COVID-19 patients at its Daly City
campous) nor have the needs in the communities the Hospital serves. We are committed to
prioritizing working with and responding to requests from the AG’s office and understand AHMC
is as well.
To support this request, we would respectfully request that immediately upon receipt of this
Notice, that the AG’s office begin its review. We understand you intend to engage JD Healthcare
to update its prior report and related work from last year. The recent work by JD Healthcare was
significant and involved, including hundreds and hundreds of hours and several hundred thousand
dollars of fees paid by the Applicant. We are hopeful that since much of this work was just
completed last year that the report can be updated and refreshed in a streamlined, efficient manner.
Under the circumstances with the current pandemic, we would also anticipate that the review would
be done remotely. We understand that notwithstanding the current pandemic that you believe a
public hearing is necessary and important for this Transaction. We respectfully request that you
begin working through the logistics of such a meeting now so that it can be scheduled immediately
upon completion and dissemination of the expert’s impact evaluation report. We are hopeful that
on this timeline, the AG’s office will be in a position to complete its review and issue proposed
conditions shortly after the public meeting. The Applicant is committed to meeting with the
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Notice of Proposed Transaction and Request for Consent by:

VERITY HEALTH SYSTEM OF CALIFORNIA, INC.,
VERITY HOLDINGS, LLC, AND SETON MEDICAL
CENTER
in Connection with its Asset Purchase Agreement
with
AHMC HEALTHCARE INC.
For Seton Medical Center
Prepared for the Office of the Attorney General
California Department of Justice
Charitable Trusts Division
April 27, 2020
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Cal. Corp. Code § 5914(b)1

List of primary languages spoken at the facilities subject to the transaction and the
threshold languages for Medi-Cal beneficiaries for the county in which such facilities are
located
Facility
Seton Medical Center

Primary Languages Spoken
at Facility
Daly City Campus:
English
Tagalog
Spanish
Chinese (Cantonese/Mandarin)
Arabic
Punjabi

Threshold Languages for
Medi-Cal Beneficiaries
Daly City Campus, San
Mateo County
Spanish
Tagalog

Coastside Campus:
English
Tagalog
Spanish
Russian
Chinese (Cantonese/Mandarin)

Coastside Campus, San
Mateo County
Spanish
Tagalog

Any matters discussed or addressed in one section of this notice should be considered a discussion or response in
all other applicable sections of this notice.
1
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Title 11, California Code of Regulations, § 999.5(d)(1)

DESCRIPTION OF THE TRANSACTION
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#2

Title 11, California Code of Regulations, § 999.5(d)(1)(A)
A full description of the proposed agreement and transaction

Seton Medical Center (sometimes referred to herein as the “Applicant” or “Seton”) hereby submits
this notice and application, pursuant to California Corporations Code Section 5914 et seq. and
California Code of Regulations, Title 11, Chapter 15, section 999.5 for approval of the sale of its
assets to AHMC Healthcare Inc. (“AHMC”). This application is not a waiver or admission by VHS
(defined below) or the Applicant.
Please take note of the language below in the Order Granting Debtors’ Motion To Approve Terms
And Conditions Of A Private Sale Of Certain Of The Debtors’ Assets Related To Seton Medical
Center to AHMC Healthcare Inc. [Docket No. 4634] to Section 999.5(d)(1)(B), as Exhibit 2, which
was included pursuant to the request of the California Attorney General (the “Attorney General”):
The California Attorney General, the Debtors, the Prepetition
Secured Creditors, the Committee, and AHMC, reserve all rights,
arguments and defenses concerning the California Attorney
General’s authority, if any, to review the sale under California
Corporations Code §§ 5914-5924 and California Code of
Regulations on Nonprofit Hospital Transactions—Title 11, Chapter
15, § 999.5, and any conditions issued thereto. Notwithstanding any
provision to the contrary in the APA or the Sale Order, nothing in
the APA or this Sale Order shall limit or be construed as a waiver of
the Attorney General’s statutory or regulatory authority or other
rights or defenses, or a waiver of the Debtors’ statutory or other
rights or defenses.
I.

General Background

A.

Hospitals’ Bankruptcy Filing

Verity Health System of California, Inc., a California nonprofit public benefit corporation
(“VHS”), is the sole corporate member of the following California nonprofit public benefit
corporations that operate two acute care hospitals, St. Francis Medical Center and Seton Medical
Center (including the Seton Medical Center and Seton Medical Center Coastside campuses)
(individually a “Hospital” and collectively, with O’Connor Hospital (“OCH”), Saint Louise
Medical Center (“SLMC”) and St. Vincent Medical Center (“SVMC”) the “Hospitals”). The
Applicant operates Seton Medical Center and Seton Medical Center Coastside under a single
consolidated acute care license (collectively the “Seton Facilities”). Please see the attached
Declaration of Richard G. Adcock In Support Of Emergency First-Day Motions [Docket Nos. 8
and 12] (the “First-Day Declaration”) for more detail regarding VHS, which is attached to this
Section 999.5(d)(1)(A) as Exhibit 1.
VHS is also the sole corporate member of OCH, SLMC and SVMC. St. Vincent Medical Center
is the sole corporate member of the St. Vincent Dialysis Center (“SVDC”), located on the St.
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Vincent Medical Center’s campus. Substantially all of the assets of OCH and SLMC were sold to
Santa Clara County on February 28, 2019. On January 9, 2020, the Bankruptcy Court (defined
below) authorized [Docket No. 3934] the closure of SVMC and SVDC. The Bankruptcy Court
authorized [Docket No. 4530] the sale of substantially all of the assets of SVMC on April 10, 2020.
On August 31, 2018, VHS and the Hospitals (along with other VHS-affiliated entities) each filed
voluntary petitions for relief under Chapter 11 of the United States Bankruptcy Code (the
“Bankruptcy Code”). The cases (collectively, the “Bankruptcy Cases”) are jointly administered
under Case No. 18-20151 before the Honorable Ernest M. Robles, in the United States Bankruptcy
Court for the Central District of California (the “Bankruptcy Court”). All documents related to the
Bankruptcy Cases can be viewed and downloaded at kccllc.net/verityhealth.
B.

Historical Challenges2

The Hospitals were originally sponsored by the Daughters of Charity of St. Vincent de Paul,
Province of the West (the “Daughters of Charity”), to support the mission of the Catholic Church
through a commitment to the sick and poor. The Daughters of Charity began their healthcare
mission in California in 1858 with the opening of Los Angeles Infirmary, now known as St.
Vincent Medical Center. The Daughters of Charity expanded its hospitals to San Jose in 1889 and
San Francisco in 1893. The Daughters of Charity ministered to ill, poverty-stricken individuals for
more than 150 years.
In March 1995, the Daughters of Charity merged its hospitals with Catholic Healthcare West
(“CHW”). In June 2001, the Daughters of Charity Health System (“DCHS”) was formed. In
October 2001, the Daughters of Charity withdrew from CHW. In 2002, DCHS commenced
operations and was the sole corporate member of the Hospitals, which at that time were California
nonprofit religious corporations.
Between 1995 and 2015, the Daughters of Charity and DCHS struggled to find a solution to
continuing operating losses, either through a sale of some or all of the hospitals or a merger with
a more financially sound partner. All these efforts failed. During these efforts, however, the health
system’s losses continued to mount. In 2005, DCHS issued $364 million in bonds to refinance
existing debt and to fund future capital expenditures. Three years later, in 2008, it issued another
$143 million in bonds to refinance existing debt.
Between 2012 and 2014, DCHS participated in an affiliation with Ascension Health Alliance
(“Ascension”) in an effort to create greater operating efficiencies. At the time, Ascension was the
largest Catholic health system in the world and the largest non-profit health system in the United
States with facilities in 23 states and the District of Columbia. The affiliation between DCHS and
Ascension failed.
Despite continuous efforts to improve operations, operating losses continued to plague the health
system due to, among other things, mounting labor costs, low reimbursement rates, and the everchanging healthcare landscape. In 2013, DCHS actively solicited offers for OCH SLRH and the
Seton Facilities. In 2013, to avoid failing debt covenants, the Daughters of Charity Foundation, an
Some of the financial data discussed in B. and D. of this section relates to VHS’ six hospitals, as it was overly
burdensome and in some cases, impossible, to separate the data by hospital.
2
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organization separate and distinct from DCHS, donated $130 million to DCHS to allow it to retire
the 2008 Bonds in the total amount of $143.7 million.
In early 2014, DCHS announced that it was beginning a process to evaluate strategic alternatives
for the health system. Throughout 2014, DCHS explored offers to sell the health system and, in
October of 2014, it entered into an agreement with Prime Healthcare Services and Prime
Healthcare Foundation (collectively, “Prime”) to sell the health system. However, to keep the
Hospitals open, DCHS needed to borrow another $125 million to mitigate immediate cash needs
during the sale process; in other words, to allow DCHS to continue to operate until the sale could
be consummated. Notably, DCHS’ goal in the transaction was to maintain the status quo; its
guiding principles for the sale included protecting existing pensions, repaying all its bond debt,
continuation of all collective bargaining agreements, maintenance of existing contracts for patient
services, and obtaining promises for substantial capital expenditures. In early 2015, the Attorney
General consented to the sale to Prime, but subjected the sale of each hospital to numerous
conditions that Prime determined were so onerous that it terminated the transaction after trying
unsuccessfully to mutually agree upon modified conditions with the Attorney General.
In 2015, DCHS again marketed its health system for sale, and, again, focused on offers that
maintained the health system as a whole, and assumed all the obligations. In July 2015, the DCHS
Board of Directors selected BlueMountain Capital Management LLC (“BlueMountain”), a private
investment firm, to recapitalize its operations and transition leadership of the health system to the
new Verity Health System (the “BlueMountain Transaction”).
In connection with the BlueMountain Transaction, BlueMountain agreed to make a capital infusion
of $100 million to the health system, arrange loans for another $160 million to the health system,
and manage operations of the health system, with an option to buy the health system at a future
time. In addition, the parties entered into a System Restructuring and Support Agreement (the
“Restructuring Agreement”), DCHS’s name was changed to Verity Health System, and Integrity
Healthcare, LLC (“Integrity”) was formed by BlueMountain to carry out the management services
under a new management agreement.
DCHS requested the Attorney General’s consent to enter into the Restructuring Agreement and
the BlueMountain Transaction. According to the report prepared by MDS Consulting, a consulting
firm retained to prepare healthcare impact reports for the Attorney General, DCHS outlined the
following reasons why the BlueMountain Transaction was either necessary or desirable:


The current structure and sponsorship of DCHS was no longer possible as a result of cash
flow projections and dire financial conditions.



In July and August of 2014, DCHS obtained a short-term financing bridge loan in the
amount of $125 million to mitigate the immediate cash needs for an estimated period of
time long enough to allow for the transaction to close. Repayment of the funds was due on
December 15, 2015, at which time if the full amount was not repaid, DCHS would be at
risk of defaulting on both their 2014 and 2005 Revenue Bonds.



Without bankruptcy protection or additional financial support, DCHS could not continue
hospital operations if there was a default.
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On December 3, 2015, the Attorney General approved the BlueMountain Transaction, subject to
conditions lasting for periods ranging from 5 to 15 years. Generally, the terms of conditions
(collectively, the “2015 Conditions”) included: (1) limits on transfers of control; (2) maintenance
of specific health services and specific bed counts; (3) required participation in Medicare and
Medi-Cal programs, including required contracts with LA Care and San Mateo Health Plan; (4)
required funding levels of community benefit programs; (5) required monetary levels of charity
care; (6) maintenance of certain county payor contracts; (7) requirements for local governing
boards; (8) requirements for medical staff compliance; and (9) an annual attestation of compliance
with the 2015 Conditions.
Under the Restructuring Agreement, VHS, OCH, SLRH, SVMC, and the Hospitals were converted
from religious corporations to public benefit corporations.
Despite BlueMountain’s infusion of cash and retention of various consultants and experts to assist
in improving cash flow and operations, the health system continued to operate with significant
financial losses.
In July 2017, NantWorks, LLC acquired a controlling stake in Integrity. NantWorks brought in a
new CEO, CFO, and COO. NantWorks loaned another $148 million to VHS in just one year.
Notwithstanding the infusion of capital and new management, it became apparent that the
problems facing VHS were too large to solve without a formal court supervised restructuring.
Thus, despite VHS’ great efforts to revitalize it’s the health system and improvements in
performance and cash flow, the legacy burden of more than a billion dollars of bond debt and
unfunded pension liabilities, an inability to renegotiate collective bargaining agreements or payor
contracts, the continuing need for significant capital expenditures for seismic obligations and aging
infrastructure, and the general headwinds facing the hospital industry, made success impossible.
Losses continue to amount to approximately $175 million annually on a cash flow basis.
Based on the foregoing, and while VHS has made improvements to the existing health system,
VHS commenced the Bankruptcy Cases to protect the original legacy of the Daughters of Charity
to the maximum extent possible by retiring debt incurred over the past 18 years and freeing the
Hospitals and their work force to continue to operate as hospitals under new ownership and
leadership without the accumulated financial burdens of the past.
C.

Strategic Global Management’s Failure To Close the Initial Sale

Prior to filing the Bankruptcy Cases, VHS engaged in substantial efforts to market and sell the
Hospitals, including the Applicant. In June 2018, VHS engaged Cain Brothers, a division of
KeyBanc Capital Markets (“Cain”), to identify potential buyers for some or all of the Hospitals
and related assets, and commenced discussions with potential buyers. Cain prepared a Confidential
Investment Memorandum (the “2018 CIM”) and organized an online data site to share information
with potential buyers, and contacted over 110 strategic and financial buyers beginning in July 2018
to solicit their interest in exploring a transaction regarding the Hospitals. By August 2018, as a
result of its ongoing and broad marketing process, Cain had received 11 Indications of Interest
(“IOI”) for some or all of the Hospitals’ assets and, post-filing of the Bankruptcy Cases, Cain
continued to develop potential sales leads.
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Labor Rates.
Seton estimates payroll costs in the upcoming four months to be nearly $38.3 million.
Pension Obligations.
Under VHS’ pension plans, there are expected pension funding requirements in and around 2019,
of over $66 million. Only ~$20M relates to current year costs. In other words, most is funding the
underfunded status of the plans. Between December 2015 and March 2019, VHS funded
approximately $210,000,000 in pension plan and retirement plan contributions, all of which was
funded by borrowing.
Seismic and Energy Requirements.
There are significant improvements (including demolishment of certain buildings) required at the
Seton Medical Center, as well as additional improvements required by 2030. These seismic
improvement deadlines are part of the 2015 Conditions as well as mandated by the California
Office of Statewide Health Planning and Development (OSHPD).
E.

Attorney General Requirements

The 2015 Conditions, taken separately, would not have resulted in VHS’ financial failure.
However, the cumulative effect of the 2015 Conditions was to lock VHS into a failing business
model, mandating contracting with low-paying health plans, dictating minute details of business
operations, and denying VHS the ability to repurpose facilities to meet changing community
healthcare needs.
The 2015 Conditions also compelled the expenditure of millions of dollars to provide charity care
even though the number of uninsured people in California has steadily decreased since
implementation of the Affordable Care Act.
The 2015 Conditions required VHS to make up for years of under-funding of pension obligations,
a condition which VHS could only satisfy through additional borrowings.
The 2015 Conditions also required VHS to commit and spend $40 million per year for capital
expenditures for the first 3 years following the close of the BlueMountain Transaction, with a
requirement for it to commit and spend an additional $30 million per year for two additional years.
Notwithstanding its financial challenges, in just three years from December 2015 through
December 2018, VHS committed and spent a total of $185 million in capital expenditures for its
facilities, over $65 million more than the required capital commitment for that period.
The 2015 Conditions denied the Applicant the benefits of the marketplace. The conditions required
VHS to enter into contracts with certain entities and payors. Because those entities were well aware
of the requirement that VHS contract with them or be in default, VHS had no bargaining power
with those entities or payors. For example, L.A. Care Health Plan’s systematic refusal to pay
claims timely and in compliance with regulations has necessitated legal action to collect over $20
million owed to VHS. See, St. Vincent Medical Center v. Local Initiative Health Authority for Los
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Angeles County dba L.A. Care Health Plan, Adversary Proceeding, Case No. 19-01002, available
at http://www.kccllc.net/verityhealth/document/list/4812.
For additional detail and background, please see the First-Day Declaration, attached to this Section
999.5(d)(1)(A) as Exhibit 1.
II.

Description of Proposed Agreement and Transactions3

Below is a summary of the Asset Purchase Agreement entered into by and between Verity Health
System of California, Inc., Verity Holdings, LLC, and Seton Medical Center, as sellers, and
AHMC as purchaser (the “Asset Purchase Agreement” or “APA”). Please refer to the APA
attached to Section 999.5(d)(1)(B) as Exhibit 1 for more specific and definitive details about the
transaction contemplated by the APA (the “Transaction”)
Pursuant to the APA and related documents, AHMC will purchase substantially all of Seton’s
assets, hire substantially all of its employees, and continue the operations of the Seton Facilities to
ensure community access to needed healthcare services. The key terms and conditions of the Asset
Purchase Agreement are summarized below.


AHMC will pay $40 million (the “Cash Consideration”), plus an amount equal to cure
costs for the Purchased Assets, less amounts creditable to certain hired employees on
account of paid time off. (APA § 1.1).



AHMC will provide a good faith deposit of 20% of the Cash Consideration that, except
for certain limited circumstances set forth in the APA, will be nonrefundable. (APA §
1.2).



AHMC will not assume any liabilities of the Sellers, and, instead, will perform and
satisfy certain transferred obligations such as those under any Assigned Executory
Contracts. (APA § 1.9).



AHMC will designate the contracts and leases subject to assumption and assignment not
later than 30 days prior to the closing date; however, AHMC will reserve the right to
designate additional contracts or leases up to 14 days before closing and the Sellers
reserve the absolute right to remove contracts and leases from such designation to
preserve avoidance claims. (APA § 1.11(a)).



The Sellers will pay cure costs to counterparties of Assigned Executory Contracts from
the purchase price. (APA § 5.8).



The Sellers will retain all accounts receivable generated or allocable to patient services
prior to closing, excluding certain post-closing receipts of Measure B trauma funding,
California QAF Program payments and disproportionate share funding. (APA § 1.8(g)).

Capitalized terms used in this Section II but not defined herein, shall have the respective meanings given to them in
the APA.
3
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The closing of the Sale will take place no later than five business days following the
satisfaction or waiver of all conditions to closing set forth in the APA. (APA § 1.3).



Among the conditions to closing are: (i) entry of an order approving the Sale with a
finding that AHMC is a good faith purchaser pursuant to § 363(m). (APA § 8.1); (ii)
approval of settlement agreements authorizing the transfer of Seton’s Medi-Cal and
Medicare provider agreements to AHMC. (APA § 8.6); and (iii) (a) imposition of
conditions by the Attorney General that are substantially consistent with the conditions
set forth in Schedule 8.5 to the APA, or (b) entry of an order finding that any additional
conditions are an “interest in property” for purposes of § 363(f) and that the Purchased
Assets can be sold free and clear of any such additional conditions. (APA § 8.5). With
respect to the Attorney General closing condition, the condition is satisfied if the Debtors
obtain an unstayed Court order authorizing the Sale free and clear of any additional
conditions within 30 days from the Attorney General’s imposition of such additional
conditions.



The APA may be terminated by either party if, among other things, (a) a Sale Order is not
entered by August 1, 2020, (APA § 9.1(f)), or (b) if a closing has not occurred by
September 1, 2020 (APA § 9.1(g)).



Upon the closing, and given certain regulatory approval processes applicable to the Sale,
the Purchased Assets will be sold to AHMC and immediately leased back to the Sellers
pursuant to an leaseback agreement with a concurrent management arrangement until
such time as AHMC obtains an effective general acute care hospital license and hospital
pharmacy permit. (APA § 1.3, Exs. 1.3(a) & 1.3(b)).
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Proposed Attorneys for the Chapter 11 Debtors and
Debtors In Possession
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UNITED STATES BANKRUPTCY COURT
9
DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
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In re

Lead Case No. 2:18-bk-20151-ER

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,

(Proposed To Be) jointly administered with:
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________

Debtors and Debtors In Possession.
 Affects All Debtors

15
16
17
18
19
20
21
22
23
24
25

 Affects Verity Health System of
California, Inc.
 Affects O’Connor
 Affects Saint Louise Regional Hospital
 Affects St. Francis Medical Center
 Affects St. Vincent Medical Center
 Affects Seton Medical Center
 Affects O’Connor Hospital Foundation
 Affects Saint Louise Regional Hospital
Foundation
 Affects St. Francis Medical Center of
Lynwood Foundation
 Affects St. Vincent Foundation
 Affects St. Vincent Dialysis Center, Inc.
 Affects Seton Medical Center Foundation
 Affects Verity Business Services
 Affects Verity Medical Foundation
 Affects Verity Holdings, LLC
 Affects De Paul Ventures, LLC
 Affects De Paul Ventures - San Jose
Dialysis, LLC

Chapter 11 Cases
DECLARATION OF RICHARD G. ADCOCK IN
SUPPORT OF EMERGENCY FIRST-DAY
MOTIONS

26
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Case 2:18-bk-20151-ER

1

I, Richard G. Adcock, hereby state and declare as follows:

2

1.

Desc

I am the Chief Executive Officer of Verity Health System of California, Inc.

3

(“VHS”). I became the Debtors’ Chief Executive Officer effective January 2018. Prior thereto, I

4

served as VHS’s Chief Operating Officer since August 2017.

5
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2.

I have extensive senior-level experience in the not-for-profit healthcare arena,

6

especially in the areas of healthcare delivery, hospital acute care services, health plan

7

management, product management, acquisitions, integrations, population health management,

8

budgeting, disease management and medical devices. I have meaningful experience in both the

9

technology and healthcare industries in the areas of product development, business development,

10

mergers and acquisitions, marketing, financing, strategic and tactical planning, human resources,

11

and engineering.

12

3.

Prior to VHS, from 2014 until 2017, I served as Executive Vice President and

13

Chief Innovation Officer of Sanford Health, a large integrated health system headquartered in the

14

Dakotas and is dedicated to health and healing. In this role, I was responsible for leading Sanford

15

Health’s growth and innovation, in addition to direct operational oversight of the following

16

related entities: Sanford Research, Sanford Health Plan, Sanford Foundation (a philanthropic

17

fundraising foundation), Sanford Frontiers (a commercial and real estate company), Profile by

18

Sanford (a scientific weight loss program), and Sanford World Clinic (which operates clinics in

19

multiple countries).

20

4.

From 2012 to 2017, I served as the President of Sanford Frontiers and was

21

responsible for starting a new entity within Sanford Health focused on innovative ventures. From

22

2008 to 2012, I served as Executive Vice President of Sanford Clinic. I was responsible both for

23

(i) working directly with the President of the Clinic to the lead team of Vice Presidents in all

24

aspects of management, and (ii) Sanford World Clinics operations, including the design, opening

25

and operation of several global clinics. From 2006 to 2008, I served as the Vice President of

26

Sanford Clinic and was responsible for leading strategic, operational and financial aspects within

27

Sanford Clinic. From 2004 to 2006, I served as Director of Clinical Operations at Sanford

28
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Desc

1

Children’s Specialty Clinic and was responsible for leading the Pediatric Subspecialty Physician

2

program and the clinical practice through all facets of the operation.

3

5.

Prior to Sanford Health, I served as the Director of Engineering and Six Sigma

4

Master Black Belt at GE Medical Systems, and before that I was the Vice President of Research

5

and Development and the Co-Owner/Founder of Micro Medical Systems. I have a bachelor of

6

science in business administration and a masters of business administration in healthcare

7

management.

8
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6.

On the date hereof (the “Petition Date”), VHS and certain of its subsidiaries

9

(collectively, the “Debtors” or “Verity”) filed voluntary petitions for relief under Chapter 11 of

10

Title 11 of the United States Code (the “Bankruptcy Code”) in the United States Bankruptcy

11

Court for the Central District of California, Los Angeles Division (the “Bankruptcy Court”). I am

12

knowledgeable and familiar with the Debtors’ day-to-day operations, business and financial

13

affairs, and the circumstances leading to the commencement of these chapter 11 cases (the

14

“Chapter 11 Cases”).

15

7.

Except as otherwise indicated herein, this Declaration is based upon my personal

16

knowledge, my review of relevant documents, information provided to me by employees of the

17

Debtors and Integrity Healthcare, LLC (“Integrity”) or the Debtors’ legal and financial advisors,

18

or my opinion based upon my experience, knowledge, and information concerning the Debtors’

19

operations and the healthcare industry. If called upon to testify, I would testify competently to the

20

facts set forth in this Declaration.

21

8.

I make this declaration for the purpose of apprising the Court and parties in

22

interest of the circumstances that compelled the commencement of these Chapter 11 Cases and in

23

support of the First-Day Motions (as defined below).

24

9.

To enable the Debtors to minimize the adverse effects of the commencement of

25

these Chapter 11 Cases on their business, the Debtors have requested various types of relief in a

26

number of applications and motions (each a “First Day Motion,” and, collectively, the “First Day

27

Motions”). The First-Day Motions seek relief intended to maintain the Debtors’ business

28

operations; to preserve value for the Debtors, its stakeholders, and parties in interest; and, most
-3108503415\V-3
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importantly, to protect the health and wellbeing of the patients who are being treated at the

2

Hospitals (defined below) operated by the Debtors and the employees of the Debtors. Each First

3

Day Motion is crucial to the Debtors’ reorganization efforts and to the health and wellbeing of the

4

patients. Any capitalized term not expressly defined herein shall have the meaning ascribed to

5

that term in the relevant First-Day Motion.

6
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10.

Section I provides an overview of the Debtors and these Chapter 11 Cases.

7

Section II describes the Debtors’ businesses. Section III describes the circumstances that

8

compelled the commencement of the Chapter 11 Cases. Section IV describes the Debtors’

9

corporate and capital structure. Section V describes the Debtors’ sales efforts. Section VI

10

provides a summary of the First-Day Pleadings and factual bases for the relief requested therein.

11

I.
11.

12

OVERVIEW1

Debtor VHS, a California nonprofit public benefit corporation, is the sole

13

corporate member of the following five Debtor California nonprofit public benefit corporations

14

that operate six acute care hospitals, O’Connor Hospital, Saint Louise Regional Hospital, St.

15

Francis Medical Center, St. Vincent Medical Center, Seton Medical Center, and Seton Medical

16

Center Coastside (collectively, the “Hospitals”) and other facilities in the state of California.

17

Seton Medical Center and Seton Medical Center Coastside operate under one consolidated acute

18

care license.
12.

19

VHS, the Hospitals, and their

affiliated entities (collectively, “Verity Health

20

System”) operate as a nonprofit health care system in the state of California, with approximately

21

1,680 inpatient beds, six active emergency rooms, a trauma center, and a host of medical

22

specialties, including tertiary and quaternary care. The scope of the services provided by the

23

Verity Health System (defined below) is exemplified by the fact that in 2017, the Hospitals

24

provided medical services to over 50,000 inpatients and approximately 480,000 outpatients.

25

13.

26

The VHS affiliated entities, including the Debtors, are as follows:

O’Connor Hospital

Saint Louise Regional Hospital

27
1

28

Capitalized terms used but not defined in this overview section shall have the meanings assigned
to them below.
-4108503415\V-3
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St. Francis Medical Center
St. Vincent Medical Center
Seton Medical Center, including
Seton Medical Center Coastside campus
Verity Business Services
Marillac Insurance Company, Ltd.
O’Connor Hospital Foundation
Saint Louise Regional Hospital Foundation
St. Francis Medical Center of Lynwood Foundation
St. Vincent Medical Center Foundation
Seton Medical Center Foundation
St. Vincent de Paul Ethics Corporation
St. Vincent Dialysis Center
De Paul Ventures, LLC
De Paul Ventures San Jose Dialysis, LLC
De Paul Ventures San Jose ASC, LLC
Verity Medical Foundation
Verity Holdings, LLC

Verity Medical Foundation (“VMF”), incorporated in 2011, is a medical

foundation, exempt from licensure under California Health & Safety Code § 1206(l). VMF
contracts with physicians and other healthcare professionals to provide high quality,
compassionate, patient-centered care to individuals and families throughout California. With
more than 100 primary care and specialty physicians, VMF offers medical, surgical and related
healthcare services for people of all ages at community-based, multi-specialty clinics
conveniently located in areas served by the Debtor Hospitals. VMF holds long-term professional
services agreements with the following medical groups: (a) Verity Medical Group; (b) All Care
Medical Group, Inc.; (c) CFL Children's Medical Associates, Inc.; (d) Hunt Spine Institute, Inc.;
(e) San Jose Medical Clinic, Inc., D/B/A San Jose Medical Group; and (f) Sports, Orthopedic And
Rehabilitation Associates.

21
22
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15.

Verity Holdings LLC (“Holdings”), a direct subsidiary of its sole member VHS,

was created in 2016 to hold and finance Verity’s interests in six medical office buildings whose
tenants are primarily physicians, medical groups, healthcare providers, and certain of the VHS
Hospitals. Holdings’ real estate portfolio includes over 30 properties, as more fully described
below.
16.

Saint Louise Regional Hospital Foundation, St. Francis Medical Center

Foundation, St. Vincent Medical Center Foundation, Seton Medical Center Foundation, and

28
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O’Connor Medical Center Foundation handle fundraising and grant-making programs for each of

2

their respective Debtor Hospitals.

3
4
5
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17.

As of August 30, 2018, the Debtors’ facilities had approximately 850 patients, and

are currently at approximately 50% occupancy.
18.

As of August 31, 2018, the Debtors have approximately 7,385 employees, of

6

whom 4,733 are full-time employees. Approximately 74% of these employees are represented by

7

collective bargaining units. Specifically, 72% of the Debtors’ Employees – approximately 5,331

8

Employees in total – are represented through California Nurses Associations (“CNA”), Service

9

Employees International Union (“SEIU”), National Union Healthcare Workers (“NUHW”) and

10
11

United Nurses Association of California/Union of Health Care Professionals (“UNAC”).
19.

As part of the mission of Verity Health System to serve the community, VHS

12

provides care to patients even though they may lack adequate insurance or may participate in

13

programs that do not pay full charges.

14

20.

All of the Debtors’ Hospitals are licensed as general acute care hospitals by the

15

California Department of Public Health, certified to participate in the Medicare and Medicaid

16

programs, and managed by VHS.

17

21.

Each of the Debtors are exempt from federal income taxation as an organization

18

described in Section 501(c)(3) of the Internal Revenue Code of 1986, except for Verity Holdings,

19

LCC, DePaul Ventures, LLC, and DePaul Ventures - San Jose Dialysis, LLC.

20

22.

St. Francis Medical Center owns real property commonly known as: (i) 3630 E.

21

Imperial Highway Lynwood, CA 90262, including the patient tower and all of the facilities

22

thereon; (ii) 2700 E. Slauson Ave, Huntington Park, CA 90255, and the Huntington Park Medical

23

Office Building thereon; and (iii) 5953 S. Atlantic Blvd. 5, Maywood, CA 90270, and Maywood

24

Medical Office Building thereon.

25

23.

St. Vincent Medical Center owns real property commonly known as: (i) 2131 W

26

3rd Street, Los Angeles, CA 90057, including the hospital and all of the facilities located thereon;

27

and (ii) vacant land in Salton Sea, California.

28
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24.

Desc

Saint Vincent Medical Foundation owns: (i) a fractional timeshare of a

2

condominium commonly known as 2600 Avenida Del Presidente, San Clemente, CA 92672; and

3

(ii) Lot 10 of Block 572 of Rio Grande Estates, Unit 25, Valencia, NM.

4

25.

O’Connor Hospital owns real property commonly known as: (i) 455 O’Connor Dr.

5

San Jose, CA 95128, and partial interest in the medical office building thereon; (ii) 2105 Forest

6

Ave, San Jose, CA 95128 and the acute hospital, medical office building, and all of the facilities

7

located thereon.

8
9
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10

26.

Saint Louise Regional Hospital owns real property commonly known as: (i) 9400

No Name Uno, Gilroy, CA 95020, and the hospital and helipad thereon; and (ii) 705 Las Animas
Road, Gilroy, CA 95020.

11

27.

Seton Medical Center owns (i) real property commonly known as 1900 Sullivan

12

Avenue, Daly City, CA 94015, and the Hospital and the facilities thereon (the “Daly Property”),

13

and (ii) an employee parking lot on the Daly Property.
II.

14
15
16
17
18

A.

The Debtors’ Businesses

The Debtors’ Current Business Operations.
28.

A description of VHS, each Hospital and its respective subsidiaries and affiliates is

described below, all of which are jointly-administered Debtors in these cases.
29.

Verity Health Systems. As set forth above, VHS is a nonprofit regional

19

healthcare system headquartered in El Segundo, California. VHS was originally established by

20

the Daughters of Charity of St. Vincent de Paul, Province of the West, to support the mission of

21

the Catholic Church through a commitment to the sick and poor. VHS operates six hospitals in

22

California.

23

30.

Verity Business Services. VHS operates Verity Business Services (“VBS”), a

24

nonprofit public benefit corporation. VBS provides support services to Verity and its affiliated

25

hospitals including accounting, finance, patient financial services, supply chain management, and

26

purchasing services for the entire health system.

27
28

31.

Verity Medical Foundation. As set forth above, VMF operates clinics and

contracts with physicians to provide high quality, compassionate, patient-centered care to
-7108503415\V-3
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individuals and families throughout California. With more than 100 primary care and specialty

2

physicians, VMF offers medical, surgical and related healthcare services for people of all ages at

3

community-based, multi-specialty clinics conveniently located in areas served by the Hospitals.

4
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32.

O’Connor Hospital. O’Connor Hospital is a nonprofit public benefit corporation

5

that operates a 358 licensed-bed, general acute care hospital that serves residents from the greater

6

San Jose area. The hospital has an emergency department with 23 emergency treatment stations.

7

It also has 11 surgical operating rooms and two cardiac catheterization labs. The hospital offers a

8

comprehensive range of healthcare services, including emergency, cardiac, orthopedic, cancer,

9

obstetrics, and sub-acute care services. The hospital is accredited by The Joint Commission.

10

33.

O’Connor Foundation. O’Connor Foundation was incorporated in 1983 and is

11

governed by a Board of Trustees. Charitable donations and endowments help fund the acquisition

12

of new equipment, the expansion of O’Connor Hospitals’ facilities, healthcare services, and

13

community outreach programs. O’Connor Hospital is the sole corporate member of O’Connor

14

Foundation. As of May 31, 2018, O’Connor Hospital Foundation had a balance of $1,123,644.15

15

in temporarily restricted assets and a balance of approximately $334,802.20 in permanently

16

restricted assets for the purpose of funding the cardiac catheterization lab capital, wound care

17

services, surgical services, and various other programs.

18

34.

St. Vincent Medical Center. St. Vincent Medical Center was founded as the first

19

hospital in Los Angeles in 1856. In 1971, a new facility was constructed at the Hospital’s current

20

location at 2131 West Third Street, Los Angeles, CA 90057. The hospital has expanded to a 366

21

licensed bed, regional acute care, tertiary referral facility, specializing in cardiac care, cancer

22

care, total joint and spine care, and multi-organ transplant services. The Hospital serves both local

23

residents and residents from Los Angeles, San Bernardino, Riverside, and Orange Counties. As a

24

provider of healthcare services for a high percentage of elderly patients, many of the hospital’s

25

services and programs are focused on the treatment of various chronic diseases.

26

35.

St. Vincent Foundation. St. Vincent Foundation was incorporated in 1989 as a

27

nonprofit public benefit corporation. Charitable donations and endowments raised by St. Vincent

28

Foundation help fund the acquisition of new equipment, the expansion of the Hospital’s facilities,
-8108503415\V-3
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healthcare services, and community outreach programs. St. Vincent Foundation raises funds

2

through grants, special events, and individual donors. St. Vincent is governed by a Board of

3

Trustees, and St. Vincent Medical Center is the sole corporate member of the Foundation. St.

4

Vincent, as well as St. Vincent Foundation, holds donor-restricted funds. As of May 31, 2018, St.

5

Vincent Foundation had a balance of approximately $1,590,149.89 in temporarily restricted assets

6

and a balance of approximately $136,159 in board designated temporarily restricted assets for the

7

purpose of funding programs such as bone mineral density research, transportation for low-

8

income patients, the organ transplantation program, and oncology research and treatment.

9
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36.

St. Vincent Dialysis Center. St. Vincent Medical Center is the sole corporate

10

member of the St. Vincent Dialysis Center, located on the Hospital’s campus. The St. Vincent

11

Dialysis Center provides dialysis services for kidney disease patients, including hemodialysis and

12

isolated ultrafiltration treatments as part of the Hospital’s end-stage renal disease program.

13

37.

St. Francis. St. Francis Medical Center was established in 1945 and gained

14

sponsorship from Daughters of Charity, Province of the West, in 1981. The hospital provides

15

comprehensive healthcare services and operates one of the busiest emergency trauma centers in

16

Los Angeles County. The Hospital serves 1.2 million residents of Southeast Los Angeles, located

17

in the communities of Lynwood, South Gate, Downey, Huntington Park, Bell Gardens,

18

Maywood, and Compton. As a provider of healthcare services for many Medi-Cal and uninsured

19

patients, the hospital receives significant Disproportionate Share Hospital funding. St. Francis

20

operates a 384 licensed bed, general acute care hospital located at 3630 East Imperial Highway in

21

Lynwood, California. The hospital has an emergency department with 46 licensed emergency

22

treatment stations and is designated a Level II Trauma Center. It also has nine surgical operating

23

rooms and three cardiac catheterization labs for inpatient and outpatient cardiac catheterization

24

services. The hospital offers a comprehensive range of services, including emergency and trauma

25

care, neonatal intensive, cardiovascular, oncology, pediatrics, behavioral health, and maternity

26

and child services. In addition to the inpatient programs and services, the Hospital also offers

27

various outpatient services, including ambulatory surgical services, laboratory services, imaging

28

services, infusion therapy, nuclear medicine services, respiratory therapy, and physical therapy.
-9108503415\V-3
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Other outpatient services are provided at the following clinics: Orthopedics Clinic, Wound Care

2

Clinic, Industrial Clinic, Lynwood Clinic, Downey Clinic , and Huntington Park Clinic. The

3

Hospital is accredited by The Joint Commission.

4
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38.

St. Francis Medical Center Foundation. St. Francis Medical Center is the sole

5

corporate member of St. Francis Medical Center Foundation. St. Francis Medical Center

6

Foundation was incorporated in 1983 as a nonprofit public benefit corporation and is governed by

7

a volunteer Board of Trustees. Charitable donations and endowments help fund the acquisition of

8

new equipment, the expansion of the Hospital’s facilities, healthcare services, and community

9

outreach programs. St. Francis Foundation raises funds through grants, special events, and

10

individual donors. As of May 31, 2018, St. Francis Foundation had a balance of $656,118.24 in

11

temporarily restricted assets for the purpose of funding programs such as the Children’s

12

Counseling Center, nurse education, and the annual Women’s Luncheon in support of

13

mammogram equipment. The Foundation also funds Health Benefit Resource Center, Healthy

14

Communities Initiative, and Trauma Recovery.

15

39.

Seton Medical Center. Seton Medical Center was originally founded as Mary’s

16

Help Hospital by the Daughters of Charity of St. Vincent De Paul in 1893. The original facility

17

was destroyed in the San Francisco Earthquake of 1906, and by 1912, Mary’s Help Hospital

18

reopened a new facility in San Francisco. In 1965, the hospital was moved to its current location

19

at 1900 Sullivan Avenue in Daly City. The hospital was renamed Seton Medical Center in 1983,

20

is currently licensed for 357 beds and serves residents from San Francisco and San Mateo areas.

21

Seton Medical Center has an emergency department with 18 licensed treatment stations. It also

22

has 13 surgical operating rooms and three cardiac catheterization labs. Of the Hospital’s 83

23

licensed skilled nursing beds, 39 are in suspense, and the remaining 44 beds are utilized as sub-

24

acute care beds. Additionally, the hospital has 24 licensed acute psychiatric beds which have been

25

placed in suspense. The hospital has a broad spectrum of medical services, including cancer,

26

cardiac, emergency, surgical, rehabilitation, respiratory, orthopedic, and sub-acute care. The

27

hospital is accredited by The Joint Commission. Seton Medical Center and Seton Coastside share

28

a consolidated license.
- 10 108503415\V-3
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Seton Coastside. Seton Coastside was founded as Moss Beach Rehabilitation

2

Hospital in 1970. In 1980, the City of Half Moon Bay acquired ownership of the hospital and

3

signed an agreement for Daughters of Charity to manage operations of the hospital and rename it

4

St. Catherine’s Hospital. In 1993, St. Catherine’s Hospital became Seton Coastside as it became

5

integrated with Seton Medical Center. Today, Seton Coastside is licensed for 116 skilled nursing

6

beds and five general, acute-care beds. Seton Coastside also operates the only 24-hour “standby”

7

Emergency Department along the 55-mile stretch between Santa Cruz and Daly City. Under a

8

consolidated license, Seton Medical Center and Seton Coastside share the same Board of

9

Directors, executive leadership team, charity care policies, and union collective bargaining

10
11

agreements.
41.

Seton Foundation. Seton Foundation, governed by a Board of Trustees, raises

12

funds through grants, special events and individual donors. Charitable donations and endowments

13

raised by Seton Foundation help fund the acquisition of new equipment and the expansion of

14

facilities at the Seton Medical Center and Seton Coastside. Seton is the sole corporate member of

15

the Seton Foundation. As of May 31, 2018, Seton Foundation had a balance of $2,693,778.66

16

million in temporary restricted assets and a balance of $ 2,717,591 million in permanently

17

restricted assets for the purpose of funding programs such as oncology, the San Francisco Heart

18

& Vascular Institute, and women and delivery services.

19

42.

Saint Louise Hospital. Saint Louise Hospital opened in 1989 in the Morgan Hill

20

area of Santa Clara County. In December 1999, the Daughters of Charity of St. Vincent de Paul

21

relocated the hospital to Gilroy and renamed it Saint Louise Regional Hospital. Today, the

22

Hospital’s 93-bed facility and 24-hour emergency department provide services to the residents of

23

southern Santa Clara County, including Morgan Hill, San Martin, and Gilroy. Saint Louise

24

Regional Hospital operates a 93 licensed bed, general acute care hospital located at 9400 No

25

Name Uno, Gilroy, California 95020. The Hospital has an emergency department with eight

26

licensed emergency treatment stations. The Hospital also has five surgical operating rooms for

27

inpatient and outpatient surgical procedures. Ten of the Hospital’s 21 licensed skilled nursing

28
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Case 2:18-bk-20151-ER

Desc

1

beds are in suspense. The Hospital provides comprehensive healthcare services including cancer,

2

emergency, rehabilitation, and surgical care. The Hospital is accredited by The Joint Commission.

3

43.

Saint Louise Regional Hospital owns and operates the De Paul Urgent Care

4

Center. The De Paul Urgent Care Center is located in Morgan Hill, and offers patients non-

5

emergency medical services seven days a week. The De Paul Urgent Care Center treats non-life

6

threatening cases, such as minor injuries and lacerations, strep throat, sinus infections, rashes,

7

nausea, vomiting, colds, flu, and fever.

8
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44.

Saint Louise Foundation. Saint Louise Foundation, governed by a Board of

9

Trustees, raises funds through grants, special events, and individual donors. Charitable donations

10

and endowments raised by Saint Louise Foundation help fund the acquisition of new equipment

11

and the expansion of the Hospital’s facilities. Saint Louise is the sole corporate member of Saint

12

Louise Foundation. As of May 31, 2018, Saint Louise Regional Hospital Foundation had a

13

balance of approximately $561,486.86 in temporarily restricted assets.

14

45.

De Paul Ventures, LLC. De Paul Ventures, LLC is a wholly-owned and operated

15

holding company of Verity that was formed in August 2010 for the purpose of investing in a

16

freestanding surgery center and other healthcare entities.

17

46.

DePaul Ventures - San Jose Dialysis, LLC. In April, 2013, DePaul Ventures,

18

LLC, formed DePaul Ventures - San Jose Dialysis, LLC (“Dialysis”). Dialysis is a general and

19

limited partner of Priday Dialysis, LLC, a healthcare center specializing in end-stage renal disease

20

treatment. Dialysis shares an interest in Priday Dialysis with Total Renal Care, Inc., which is a

21

subsidiary of DaVita.

22

47.

Verity Holdings, LLC. As set forth above, Holdings is a direct subsidiary of its

23

sole member VHS and was created in 2016 to hold and finance Verity’s interests in six medical

24

office buildings whose tenants are primarily physicians, medical groups, healthcare providers,

25

and certain of the VHS Hospitals. Holdings’ real estate portfolio includes over 30 properties,

26

including, but not limited to, apartment buildings, parking lots, and condominiums. Holdings is

27

the borrower on approximately $66.2 million of non-recourse financing secured by separate deeds

28

of trust and revenue and accounts pledges, including the rents on each medical office building
- 12 108503415\V-3
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(collectively “MOB Financing”).
48.

Non-Debtor VHS Entities. The Debtors’ have an interest in the entities described

below that are not filing chapter 11.
49.

Marillac Insurance Company, LTD. (“Marillac”), a wholly-owned subsidiary of

5

VHS, was incorporated in the Cayman Islands on December 9, 2003, as an exempted company

6

and was granted an Unrestricted Class “B” Insurer’s License effective December 15, 2003, which

7

it holds subject to the provisions of the Insurance Law of the Cayman Islands. On November 1,

8

2012, The Insurance Law, 2010 (the “Law”) became effective. Under such law, Class B licenses

9

were changed from “restricted” and “unrestricted,” as they had been described in previous

10

revisions of the law, into three separate classes “(i),” “(ii)” and “(iii).” Insurers writing at least

11

95% of net premiums with their related business (in this case VHS) fell into Class B(i). The

12

Company was granted a Class B(i) license, effective April 2, 2015. Marillac provides insurance

13

coverage to VHS and its affiliates.

14
15
16

50.

St. Vincent De Paul Ethics Corporation does not hold any assets and is a

nondebtor entity. St. Francis Medical Center is its sole corporate member.
51.

VHoldings MOB, LLC (“VHoldings”) is currently an inactive subsidiary of VHS

17

and has no assets or obligations. It was created as a “special purpose entity” for a proposed

18

financing that did not materialize. As part of the proposed transaction structure, four additional

19

LLCs were established in which, VHoldings was the sole member of each. The four additional

20

LLCs were dissolved on January 23, 2017.

21

52.

De Paul Ventures – San Jose ASC, LLC (“San Jose ASC”), was formed in

22

February 2011, by De Paul Ventures, LLC (which is a filing entity), and owns a 25% interest as a

23

limited partner in a partnership with Physician Surgery Services, dba Advanced Surgery Center, a

24

freestanding surgery center in San Jose. San Jose ASC’s only asset is a sale contract, pursuant to

25

which it receives payments of $125,000 every other month. Postpetition, San Jose ASC will

26

continue to forward to VHS the $125,000 received every other month. Once all payments are

27

received, the Debtors will dissolve San Jose.

28

53.

Robert F. Kennedy Medical Center is a nonprofit public benefit corporation that
- 13 -
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1

operated a 229-bed general acute care hospital and served residents in Hawthorne, California,

2

until December 31, 2004. Robert F. Kennedy Medical Center Foundation is a nonprofit public

3

benefit corporation that raised funds for the Robert F. Kennedy Medical Center.

4

54.

O’Connor Health Center I is a California limited partnership, formed in January

5

1996 (“OCH1”). O’ Connor Hospital is a limited partner in OCH1 and the general partner is

6

OCH Forest 1, LP. OCH1 owns certain real property at 455 O’Connor Drive, San Jose,

7

California. Such property is leased by O’Connor Hospital.

8
9
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55.
B.

Integrity’s Management of Debtors.
56.

10

Sports Medical Management, Inc. has no assets or obligations.

As set forth above, Integrity was formed in 2015 to carry out the management

11

services under the Management Agreement, for which Integrity is paid a monthly management

12

fee. Through June 30, 2017, Integrity was wholly owned by BlueMountain. In July 2017,

13

NantWorks, LLC (“NantWorks”), acquired a majority stake in Integrity from BlueMountain.

14

There were no significant changes to the terms of the Restructuring Agreement or the California

15

Attorney General requirements as a result of this transaction.
57.

16

On a monthly basis, VHS records management fee expense and makes payments

17

to Integrity associated with the management services received under the Management Agreement.

18

During the initial fiscal year which ended June, 2016, the monthly management fee was

19

determined based on a specified percentage of trailing 12 month operating revenues for VHS.

20

Such management fees are adjusted each succeeding fiscal year based on changes in the

21

consumer price index. VHS defers payment for a portion of management fees based on its days’

22

cash on hand over the most recent 90 day period. All deferred management fees accrue interest at

23

2.82% per annum to the extent such amounts are not paid in the fiscal year that services are

24

received. Such deferred management fees are contingently payable based on the terms of the

25

Management Agreement, which include annual calculations of excess cash on hand.

26

C.

27
28

Verity’s Employees.
58.

As set forth above, altogether, the Debtors employ approximately 7,385 employees

(the “Employees”) – 6,907 excluding VMF and 478 under VMF. Almost three-quarters of the
- 14 108503415\V-3
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1

Debtors’ Employees – approximately 5,488 Employees in total – are represented through CNA,

2

SEIU, California Licensed Vocational Nurses’ Association, and The International Union of

3

Operating Engineers, Stationary Local No. 39, AFL-CIO.

4

59.

5

For W-2 tax and payroll purposes, the Debtors are divided into eight employers:
(a)
VHS, which covers the Systems Office and the Philanthropic Foundations,
and as of the Petition Date employed approximately 294 employees, of which 289
are full-time, 3 are part time and 2 are employed on a per diem basis;

6
7

(b)
Verity Business Services, which as of the Petition Date employed
approximately 307 employees, of which 285 are full-time, 11 are part time and 11
are per diem;

8
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9
(c)
O’Connor Hospital, which as of the Petition Date employed approximately
1,370 employees, of which 586 are full-time, 441 are part time and 343 are per
diem;

10
11

(d)
Saint Louise Regional Hospital, which as of the Petition Date employed
approximately 480 employees, of which 153 are full-time, 159 are part time and
168 are per diem;

12
13
14

(e)
St. Francis Medical Center, which as of the Petition Date employed
approximately 2,017 employees, of which 1,583 are full-time, 136 are part time
and 298 are per diem;

15
16

(f)
St. Vincent Medical Center, which as of the Petition Date employed
approximately 1,099 employees, of which 897 are full-time, 42 are part time and
160 are per diem;

17
18

(g)
Seton Medical Center, which includes Seton Medical Center Coastside, and
as of the Petition Date employed approximately 1,340 employees, of which 516
are full-time, 551 are part time and 273 are per diem; and

19
20

(h)
VMF, which as of the Petition Date employed approximately 478
employees, of which 424 are full-time, 15 are part-time and 39 are per diem.

21
22
23
24
25
26
27

60.

The Debtors’ Employees are represented by the following unions with the

respective contractual obligations: (i) SEIU-UHW (Non-Nursing Service Employees) at St. Francis
Medical Center, St. Vincent Medical Center, O’Connor Medical Center, Saint Louise Regional
Hospital; (ii) SEIU-UHW (Non-Nursing Service Employees) at Verity Medical Foundation; (iii)
NUHW (Non-Nursing Service Employees) at Verity Medical Foundation; (iv) NUHW (Non-Nursing
Service Employees) at Seton Medical Center, Seton Medical Center Coastside; (v) CAN (Nurses) St.

28
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1

Vincent, O’Connor, St. Louise, Seton, Seton Coastside; (vi) UNAC (Nurses) at St. Francis; (vii)

2

CLVNA (Licensed Vocational Nurses) (O’Connor); (viii) Local 20 (Clinical Laboratory Scientists)

3

O’Connor, St. Louise, Seton; (ix) Local 39 (Stationary and Bio-medical Engineers) and O’Connor, St.

4

Louise, Seton.

5

D.

6
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Pension and Other Postretirement Benefit Plans.
61.

VHS maintains two single employer defined benefit pension plans and participates

7

in two multi-employer defined benefit pension plans. The defined benefit pension plans have

8

been frozen for all employees, except members of the CNA at certain facilities. Defined benefit

9

pension plan benefits are generally based on age, years of service, and employee compensation.

10

In addition, VHS and VMF maintain several defined contribution retirement plans for employees.

11

62.

The significant multiemployer defined benefit pension plan is the Retirement Plan

12

for Hospital Employees (“RPHE”). The VHS entities that participate in the RPHE are Seton

13

Medical Center, Seton Medical Center Coastside, O’Connor Hospital, Saint Louise Regional

14

Hospital, and Verity Business Services. The RPHE is frozen as to these facilities, other than with

15

respect to CNA members at O’Connor Hospital, Saint Louise Regional Hospital and Seton

16

Medical Center. Benefits under the RPHE are generally based on years of service and employee

17

compensation. Contributions to the RPHE are based on actuarially determined amounts by the

18

RPHE Board of Trustees to meet benefits to be paid to plan participants and satisfy IRS funding

19

requirements.

20

million in cash contributions to the RPHE for the fiscal years ended June 30, 2017 and 2016,

21

respectively.

22

contributions made to the RPHE for the fiscal years ending June 30, 2017 and 2016, respectively.

23

Of the estimated remaining $4.79 million for 2018 and expected $12.68 million for 2019, VHS

24

contributions to RPHE, approximately $3.15 million and $7.63 million, respectively, is for make-

25

up of underfunded amounts that arose prior to VHS’ acquisition from the Daughters of Charity

26

Health System (“DCHS”). As of July 31, 2018, there were no unpaid contribution installment

27

obligations owed by VHS to the RPHE.

28

63.

VHS recorded benefit expenses of approximately $20.46 million and $17.22

The VHS contributions accounted for approximately 43% and 40% of total

In addition to the RPHE, Verity assumed in the Daughters of Charity restructuring
- 16 -
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1

certain obligations under a multiemployer plan commonly referred to as Stationary Engineers

2

Local 39 Pension Plan (the “Local 39 Plan”). As of July 31, 2018, there were no unpaid

3

contributions due on the Local 39 Plan.

4
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64.

VHS maintains two single-employer defined benefit pension plans (the “Verity A

5

& B Plans”).

6

O’Connor Hospital, Saint Louise Regional Hospital, and the VHS system office are eligible to

7

participate in these plans. However, only CNA members continue to earn new benefits under the

8

Verity Plan A; the Verity Plan B is completely frozen with no ongoing benefit accruals. VHS

9

contributed approximately $41.68 million and $9.92 million during the fiscal years ended June

10

30, 2017 and 2016, respectively. Of the estimated remaining $10.12 million for 2018 and

11

expected $35.53 million for 2019 VHS contributions to Verity Plan A, approximately $8.10

12

million and $28.05 million, respectively, is for make-up of underfunded amounts that arose prior

13

to VHS’ acquisition from the Daughters of Charity. As of July 31, 2018, there were no unpaid

14

contribution installment obligations owed by VHS to the Verity A & B Plans.

15

65.

VHS personnel at St. Francis Medical Center, St. Vincent Medical Center,

VHS and VMF also maintain several active defined contribution retirement plans

16

for eligible employees; eligibility for and benefits under the defined contribution retirement plans

17

vary according to facility, union status, and employee classification/hire date. These defined

18

contribution plans include the Verity Health System Supplemental Retirement Plan (TSA), the

19

Verity Health System Supplemental Retirement Plan (401(a)), the Verity Health System

20

Retirement Account (RPA), the Verity Medical Foundation 401(k) Plan, the Verity Medical

21

Foundation Management Bargaining Unit Employees 401(k) Plan for represented employees and

22

the Verity Health System Executive Long-Term Savings Plan (457(b)) Plan for nonrepresented

23

employees.

24

contributions generally on a payroll by payroll basis. In addition to the above active defined

25

contribution plans, there are several small, frozen ancillary retirement plans. During the fiscal

26

years ended June 30, 2017 and 2016, the employer’s contribution expense for defined

27

contribution plans was approximately $18.48 million and $21.75 million respectively. As of July

28

31, 2018, there were no unpaid employer contributions owed on any of these defined contribution

These defined contribution plans are funded from employee and/or employer
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1

plans other than unpaid contributions for current and recent payroll cycles consistent with

2

ordinary administrative practices.

3
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66.

VHS also maintains an early retiree health insurance program (the Postretirement

4

Healthcare Plan), which provides medical benefits to eligible retirees from early retirement to age

5

65 only. The postretirement health care benefits are determined based on age and years of

6

service. Certain employees at O’Connor Hospital, St. Louise Regional Hospital, Seton Medical

7

Center, and Seton Medical Center Coastside are eligible to participate in this plan. The

8

Postretirement Healthcare Plan is an unfunded plan. VHS contributed $50,000 and $58,000 to the

9

Postretirement Healthcare Plan during the fiscal years ended June 30

10

E.

11

Insurance Policies
67.

The Debtors maintain various insurance policies issued by several insurance

12

carriers (collectively, the “Insurance Carriers”). Collectively, these policies provide for coverage

13

for, among other things: storage tank liability, commercial property, workers’ compensation and

14

employers liability, commercial automobile, helipad liability & non-owned aircraft liability,

15

sexual misconduct and molestation liability, D&O liability, general liability, and professional

16

liability (collectively, the “Insurance Policies”).2
68.

17

Significant insurance is issued to the Debtors by its captive insurer Marillac. VHS

18

is the sole owner of Marillac. The policies issued by Marillac cover professional and general

19

liability (both at the primary and excess level) and additional excess coverage as to automobile

20

liability, heliport and non-owned aircraft liability, employer’s liability and certain other general

21

liability. Marillac also issued a Deductible Liability Protection Policy which provides coverage

22

for the deductible obligations on the Debtors’ workers’ compensation policy issued by Old

23

Republic Insurance Company (“Old Republic”).

24

69.

Most of the Debtors’ Insurance Policies will expire between September 5, 2018

25

and July 1, 2019. The Debtors have begun negotiating renewals, extensions and/or entries into

26

new insurance policies with respect to the expiring Insurance Policies.

27
2

28

The Insurance Policies include six (6) CA DHS patient Trust Bonds, which have an annual premium in the
aggregate of $1,100 that was paid in full in December 2017 and will not come due for renewal until December 2018.
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In certain instances, the Debtors pay premiums for their Insurance Policies in full

2

at the beginning of the policy and in other instances in quarterly installments. The total annual

3

premium due for Insurance Policies is approximately $18,647,036. Of that amount, the Debtors

4

pay $2,637,071 at the time of inception, and the remaining $16,009,965 is paid in quarterly

5

installments. As of the Petition Date, there are no outstanding unpaid premiums due. The total

6

amount of annual insurance premiums which will come due postpetition is $10,043,085.

7

a.

Self-Insured Retentions

8

71.

The Debtors maintain self-insured retentions of $250,000 per claim under their

9

D&O liability coverage, $350,000 per claim under their employment practices coverage, $50,000

10

per claim under their fiduciary liability coverage, $100,000 per claim under their crime coverage,

11

and $50,000 per claim under their sexual misconduct and molestation liability coverage (the

12

“Self-Insured Retentions” or “SIRs”). A SIR is a loss amount that the insured is obligated to pay

13

before the insurer’s coverage obligation is triggered.

14

72.

The Debtors’ Self-Insured Retentions are administered so that the Debtors pay

15

directly for the losses under each policy as they are incurred up to the amounts of the Self-Insured

16

Retentions. Such SIRs due prepetition have been paid. For the last year, no SIR amounts have

17

been due for (a) the D&O liability coverage, (b) the employment practices coverage, (c) the

18

fiduciary liability coverage, and (d) the crime coverage. There have also been no SIR amounts

19

incurred under the sexual misconduct and molestation liability policy last year.

20

b.

Deductibles

21

73.

The Debtors maintain a workers’ compensation insurance policy with Old

22

Republic with a $500,000 deductible for each claim. Old Republic provides coverage under the

23

policy up to $1 million for each claim. On average, the monthly invoice amounts for deductibles

24

(including ALAE) incurred under the workers’ compensation policy is between $400,000 and

25

$650,000, which are timely paid by Marillac under the Deductible Liability Protection Policy.

26

74.

27

The deductibles included in the Debtors’ other Insurance Policies are:


28

Storage Tank Liability - ACE American Insurance Company (Chubb) - $5,000
per Storage Tank Incident;
- 19 -
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4

Storage Tank Liability - Tokio Marine Specialty Insurance Company
(Philadelphia) - $25,000 per Confirmed Release;



Commercial Property - American Guarantee and Liability Insurance Company
(Zurich) - $100,000 Basic Policy Deductible;



Commercial Automobile - National Union Fire Insurance Company of
Pittsburg, PA (AIG) - $1,000 Comprehensive, $1,000 Collision;



Helipad Liability & Non-Owned Aircraft Liability - StarNet Insurance
Company (Berkley Aviation) - $1,000 Physical Damage per Occurrence; and



General Liability - Chubb - $10,000 per Occurrence.

5
6
7
8
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Desc



2
3
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The Debtors expect their prepetition deductible obligations, other than those

deductibles owed under the workers’ compensation policy (which are paid by Marillac, a nondebtor), to be minimal.
c.
76.

Letter of Credit
The Debtors provide a $34,087,296 letter of credit to Old Republic as security for

all of the Debtors’ obligations, as required under their workers’ compensation policy. Marillac is
the account party on the letter of credit, and the letter of credit is fully secured by Marillac’s
assets - $34,087,296 of liquid securities. Pursuant to the Program Agreement Endorsement to the
workers’ compensation policy, Old Republic may draw upon the letter of credit to reimburse Old
Republic for payment of the Debtors’ deductible obligations or for payment of other obligations
of the Debtors under the workers’ compensation policy, if not paid by Marillac. Old Republic
may also draw down the $34,087,296 letter of credit in full upon the Debtors’ insolvency or filing
of a bankruptcy petition.
77.

The Debtors expect that Marillac will continue to honor its policy to insure the

Debtors’ obligations under the workers’ compensation policy, and that Old Republic will not be
harmed by the Debtors’ chapter 11 filing.
d.
78.

Claims Administration Agreements
The Debtors have entered into administrative services contracts with Sedgwick

Claims Management Services, Inc. (“Sedgwick”), for administration of claims submitted under

28
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1

the Debtors’ workers’ compensation policy as well as their professional and general liability

2

policy.

3
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79.

The Debtors pay Sedgwick an annual estimated fee of $702,000 which is paid in

4

quarterly installments of $175,000 for services provided by Sedgwick under the Debtor’s

5

workers’ compensation policy. The actual fees owed to Sedgwick are based on the staffing

6

necessary for Sedgwick to provide claims services and are calculated by taking the actual

7

program salaries, bonuses and temporary expenses multiplied by the salary multiplier. Sedgwick

8

will periodically provide an accounting to determine the actual fees incurred. The Debtors are

9

entitled to a credit if the amount of actual fees owed to Sedgwick are less than the estimated fees

10

paid. On the other hand, Sedgwick bills the Debtors for the additional actual fee owed if the

11

actual fee amount is higher than the estimated fees.

12

80.

With respect to administration of their professional and general liability policy, the

13

Debtors pay Sedgwick $3,545 per claim and suit file, $1,825 per Potentially Compensable Event

14

(“PCE”) where an investigation has been requested, $275 for a PCE where an investigation has

15

not been requested pursuant to this agreement. Fees are paid monthly as files are assigned to

16

Sedgwick by the Debtors. Debtors also pay Sedgwick a program management fee of $1,250 each

17

month.

18

F.

81.

19
20
21

24
25
26
27
28

As of June 30, 2018, Verity’s consolidated unaudited financial statements reflected

total assets of approximately $847 million and total liabilities of approximately $1,278 billion.
III.

22
23

Recent Financial Results.

A.

The Need For Chapter 11 Relief And The Events Leading To The Commencement
Of These Chapter 11 Cases
Historical Challenges.
82.

The Hospitals and VMF were originally owned and operated by the Daughters of

Charity of St. Vincent de Paul, Province of the West (the “Daughters of Charity”), to support the
mission of the Catholic Church through a commitment to the sick and poor. The Daughters of
Charity began their healthcare mission in California in 1858 with the opening of Los Angeles
Infirmary, now known as St. Vincent Medical Center. The Daughters of Charity expanded its
- 21 108503415\V-3
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1

hospitals to San Jose in 1889 and San Francisco in 1893. The Daughters of Charity ministered to

2

ill, poverty-stricken individuals for more than 150 years.

3

83.

In March 1995, the Daughters of Charity merged with Catholic Healthcare West

4

(“CHW”). In June 2001, the Daughters of Charity Health System (“DCHS”) was formed. In

5

October 2001, the Daughters of Charity withdrew from CHW. In 2002, DCHS commenced

6

operations and was the sole corporate member of the Hospitals, which at that time were

7

California nonprofit religious corporations.

8
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84.

Between 1995 and 2015, the Daughters of Charity and DCHS struggled to find a

9

solution to continuing operating losses, either through a sale of some or all of the hospitals or a

10

merger with a more financially sound partner. All these efforts failed. During these efforts,

11

however, the health system’s losses continued to mount. In 2005, DCHS issued $364 million in

12

bonds to refinance existing debt and to fund future capital expenditures. Three years later, in

13

2008, they issued another $143 million in bonds to refinance existing debt.

14

85.

Between 2012 and 2014, DCHS participated in an affiliation with Ascension

15

Health Alliance (“Ascension”) in an effort to create greater operating efficiencies. Ascension is

16

the largest Catholic health system in the world and the largest non-profit health system in the

17

United States with facilities in 23 states and the District of Columbia. The affiliation between

18

DCHS and Ascension failed.

19

86.

Despite continuous efforts to improve operations, operating losses continued to

20

plague the health system due to, among other things, mounting labor costs, low reimbursement

21

rates and the ever-changing healthcare landscape. In 2013, DCHS actively solicited offers for

22

O’Connor Hospital, St. Louise Regional Hospital, Seton Medical Center and Seton Medical

23

Center Coastside. In 2013, to avoid failing debt covenants, the Daughters of Charity Foundation,

24

an organization separate and distinct from DCHS, donated $130 million to DCHS to allow it to

25

retire the 2008 Bonds in the total amount of $143.7 million.

26

87.

In early 2014, DCHS announced that they were beginning a process to evaluate

27

strategic alternatives for the health system. Throughout 2014, DCHS explored offers to sell their

28

health system and, in October of 2014, they entered into an agreement with Prime Healthcare
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1

Services and Prime Healthcare Foundation (collectively, “Prime”) to sell the health

2

system. However, to keep the hospitals open, DCHS, needed to borrow another $125 million to

3

mitigate immediate cash needs during the sale process; in other words, to allow DCHS to

4

continue to operate until the sale could be consummated. Notably, DCHS’ goal in the transaction

5

was to basically maintain the status quo; their guiding principles for the sale included protecting

6

existing pensions, repaying all their bond debt, continuation of all collective bargaining

7

agreements, maintenance of existing contracts for patient services, and obtaining promises for

8

substantial capital expenditures. In early 2015, the California Attorney General consented to the

9

sale to Prime, subject to conditions on that sale that were so onerous that Prime terminated the

10
11

transaction.
88.

In 2015, DCHS again marketed their health system for sale, and, again, focused on

12

offers that maintained the health system as a whole, and assumed all the obligations. In July

13

2015, the DCHS Board of Directors selected BlueMountain Capital Management LLC

14

(“BlueMountain”), a private investment firm, to recapitalize its operations and transition

15

leadership of the health system to the new Verity Health System (the “BlueMountain

16

Transaction”).

17

89.

In connection with the BlueMountain Transaction, BlueMountain agreed to make a

18

capital infusion of $100 million to the hospital system, arrange loans for another $160 million to

19

the health system, and manage operations of the health system, with an option to buy the health

20

system at a future time. In addition, the parties entered into a System Restructuring and Support

21

Agreement (the “Restructuring Agreement”), DCHS’s name was changed to Verity Health

22

System, and Integrity was formed to carry out the management services under a new management

23

agreement.

24

90.

DCHS requested the California Attorney General’s consent to enter into the

25

Restructuring Agreement and the BlueMountain Transaction. According to report prepared by

26

MDS Consulting, an expert consulting firm retained to prepare healthcare impact reports for the

27

AG, DCHS outlined the following reasons why the BlueMountain Transaction was either

28

necessary or desirable:
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Case 2:18-bk-20151-ER

Desc



The current structure and sponsorship of DHCS was no longer plausible as a result of cash
flow projections and dire financial conditions.



In July and August of 2014, DCHS obtained a short-term financing bridge loan in the
amount of $125 million to mitigate the immediate cash needs for an estimated period of
time long enough to allow for the transaction to close. Repayment of the funds was due on
December 15, 2015, at which time if the full amount was not repaid, DCHS would be at
risk of defaulting on both their 2014 and 2005 Revenue Bonds.



6

Without bankruptcy protection or additional financial support, DHCS could not continue
hospital operations if there is a default.

7

91.

1
2
3
4
5
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On December 3, 2015, the California Attorney General approved the BlueMoutain

8

Transaction, subject to conditions. The Attorney General conditions were imposed for periods

9

ranging from 5 to 15 years. Generally, the terms of conditions (collectively, the “Conditions”)

10

included: (1) limits on transfers of control; (2) maintenance of specific health services and

11

specific bed counts; (3) required participation in Medicare and Medi-Cal programs; (4) required

12

levels of community benefit programs; (5) required levels of charity care; (6) maintenance of

13

certain county payor contracts; (7) requirements for local governing boards; (8) requirements for

14

medical staff compliance; and (9) an annual attestation of compliance with the AG conditions.

15

92.

Under the Restructuring Agreement, VHS, O’Connor Hospital, Saint Louise

16

Regional Hospital, St. Francis Medical Center, St. Vincent Medical Center, Seton Medical Center

17

and Seton Medical Center Coastside, all of whom are members of the Obligated Group (as

18

defined below), were converted from religious corporations to public benefit corporations.

19
20
21

93.

Despite BlueMountain’s infusion of cash and retention of various consultants and

experts to assist in improving cash flow and operations, the health system did not prosper.
94.

In July 2017, NantWorks, LLC acquired a controlling stake in Integrity.

22

NantWorks brought in a new CEO, CFO, and COO. NantWorks loaned another $148 million to

23

the Debtors.

24

95.

Despite the infusion of capital and new management, it became apparent that the

25

problems facing the Verity Health System were too large to solve without a formal court

26

supervised restructuring. Thus, despite VHS’ great efforts to revitalize its Hospitals and

27

improvements in performance and cash flow, the legacy burden of more than a billion dollars of

28

bond debt and unfunded pension liabilities, an inability to renegotiate collective bargaining
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1

agreements or payor contracts, the continuing need for significant capital expenditures for seismic

2

obligations and aging infrastructure, and the general headwinds facing the hospital industry, make

3

success impossible. Losses continue to amount to approximately $175 million annually on a cash

4

flow basis.

5

96.

Based on the foregoing, and while VHS has made improvements to the existing

6

system, the Debtors have commenced these chapter 11 cases to protect the original legacy of the

7

Daughters of Charity to the maximum extent possible by retiring debt incurred over the past 18

8

years and freeing the hospital facilities and work force to continue to operate as hospitals under

9

new ownership and leadership without the accumulated crisis of the past. To do that requires the

10

bankruptcy court supervised sale of some or all of the hospitals and related facilities, and the

11

comprehensive resolution of the Debtors financial obligations through a court approved plan of

12

reorganization.

13

97.

The goals of the Debtors’ restructuring are to maintain the Debtors’ business

14

operations; preserve the going-concern value of the Debtors’ businesses, its stakeholders, and

15

parties in interest; and, most importantly, to protect the health and wellbeing of the patients who

16

are treated at the Hospitals and the jobs of the Debtors’ approximately 7,000 employees.

17

B.

Current Fiscal Crisis.
98.

18

As described above, the fiscal crisis is the confluence of various factors and

19

historical challenges. Below are a few of the most significant and expected funding requirements

20

in the immediate future.

21

a. Payor Rates.
99.

22

Verity is paid below market rates through its payor contracts with health plans.

23

Verity’s contracts are 20-43% below market. These below market rates would make it difficult

24

for any hospital to break even. Summarized below is illustrative data, highlighting Verity’s rates

25

as a percentage of Medicare relative to the market rates.

26

///

27

///

28
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e. Seismic and Energy Requirements.
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103.

The Verity system requires seismic and energy expenditures of over $150 million

3

over the next few years. By way of example, there are significant improvements (including

4

demolishment of certain buildings) required by 2020 to St. Vincent Medical Center, Seton

5

Medical Center, and O’Connor Medical Center. There are additional improvement required by

6

2030 to St. Vincent, Seton Medical Center, O’Connor Medical Center, and St. Louise Regional

7

Hospital.

8

Attorney General in the BlueMountain Transaction, as well as mandated by the California Office

9

of Statewide Health Planning and Development (OSHPD).

10

These seismic improvement deadlines are part of the conditions imposed by the

f. Medical Equipment.

11

104.

The Verity system requires over $100 million in medical equipment expenditures

12

over a period of several years.

13

C.

14

Working Capital Shortages.
105.

The Debtors, like other hospitals serving similar communities, rely on HQAF,

15

DSH and other government support to help bridge the gap between what they get reimbursed by

16

Medicare and Medi-Cal and their cost of providing care. The Hospital Quality Assurance Fee

17

(HQAF), established in 2010, provides funding for supplemental payments to California hospitals

18

that serve Medi-Cal and uninsured patients. The program has been very successful, providing

19

billions of dollars in supplemental payments to California hospitals. The Medicare and Medi-cal

20

programs also provide funding to hospitals that treat indigent patients through the

21

Disproportionate Share Hospital (DSH) programs, under which facilities are able to receive at

22

least partial compensation. Under the Patient Protection and Affordable Care Act of 2010 (ACA,

23

P.L. 111-148, as amended), Congress would have reduced federal DSH allotments beginning in

24

2014, to account for the decrease in uncompensated care anticipated under health insurance

25

coverage expansion. However, several pieces of legislation have been enacted since 2010 have

26

since delayed the ACA’s Medicaid DSH reduction schedule. Unfortunately, both HQAF and

27

DSH have proven difficult to rely on, as payments are reduced and delayed.

28

106.

Relying on the HQAF payments has led to working capital shortages due to delays
- 27 -
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14-Month Delay: QAF 5 FFS (service period 1/1/17 –6/30/19) was not approved until
Dec. 2017 and the Debtors did not start receiving payments until the end of Feb. 2018 (14month delay);



Potential 24 Month Delay: QAF 5 HMO is likely not going to be approved until the end
of 2018 (potentially a 24-month delay on receiving funds);



Receiving less than Expected: through the first 4 cycles of QAF 5 FFS, the Debtors have
received anywhere from 69.2-93.9% of expected payments.

3
4
5
6
D.

8
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Attorney General Requirements.
107.

As set forth above, as part of approving the Restructuring Agreement, the AG

9

placed certain operational restrictions on VHS and each of the Hospitals, which include certain

10

minimum annual requirements for charity care, community benefits, and capital expenditures

11

among other mandates. Taken separately, most of these conditions would not have contributed to

12

the Debtors’ failure to thrive. However, the cumulative effect of the conditions was to lock the

13

Debtors into a failing business model, dictating both minute details of business operations, as well

14

as denying the Debtors the ability to repurpose facilities. For example, SMC could better serve

15

the community by operating as a much-needed long-term post-acute care facility, rather than as

16

one of the many acute care hospitals in a saturated service area.

17

108.

The AG’s conditions also compelled the expenditure of millions of dollars to

18

provide charity care even though the number of uninsured people in California has steadily

19

decreased since passage of the Affordable Care Act. Also, as a result of a shortfall in the fiscal

20

year 2017 charity care requirement for certain hospitals, VHS was required to make an additional

21

contribution to the Retirement Plans of $7,619,000 in October 2017.

22

109.

The AG’s conditions denied the Debtor the benefits of the marketplace. For

23

example, the conditions required Verity to enter into contracts with certain entities. Because

24

those entities were well aware of the AG’s requirement that Verity contract with them or be in

25

default, Verity had no bargaining power with those entities or payors.

26

E.

27
28

Increased Cap Volumes.
110.

The Debtors have capitation contracts with health plans. Capitation is a flat

periodic payment per enrollee paid to a healthcare provider; it is the sole reimbursement for
- 28 108503415\V-3
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1

providing services to a defined population. Under capitation, fixed payments are made to

2

providers regardless of the volume of services rendered, so providers like the Debtors bear the

3

risk that the costs of providing service, including opportunity costs (profits), might exceed the

4

capitation payment. Capitation completely reverses the actions that providers must take to ensure

5

financial success; under capitation, the keys to profitability are to work more efficiently and

6

decrease volume. The Debtors have seen a significant increase in volume from capitated

7

populations and therefore are bearing the loss from that increased volume.

8
9
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IV.
A.

Corporate Structure.
111.

10

Corporate And Capital Structure

As set forth above, VHS is a California nonprofit public benefit corporation and

11

the sole member of O’Connor Hospital, St. Francis Medical Center, St. Vincent Medical Center,

12

Seton Medical Center, Verity Business Services, Verity Medical Foundation, Verity Holdings,

13

LLC, and DePaul Ventures, LLC.
112.

14

As set forth above, each Debtor Hospital is the sole member of the Debtor

15

nonprofit public benefit corporation that handles its fundraising and grant-making programs: St.

16

Francis Medical Center Foundation, St. Vincent Foundation, Seton Medical Center Foundation,

17

Saint Louise Regional Hospital Foundation, and O’Connor Hospital Foundation (collectively, the

18

“Philanthropic Foundations”).

19

113.

St. Vincent Medical Center is the sole Member of St. Vincent Dialysis Center, Inc.

20

114.

VHS is the sole member of DePaul Ventures, LLC. DePaul Ventures, LLC, is the

21

sole Member of DePaul Ventures-San Jose ASC, LLC, and of DePaul Ventures-San Jose

22

Dialysis, LLC.

23

///

24

///

25

///

26

///

27

///

28

///
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115.

The following graphic depicts Verity’s prepetition organizational structure:

116.

Each Debtor entity has its own management and governance structure. Under the

2
3
4
5
6
7
8
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9
10
11
12
13
14
15
16

leadership of the Daughters of Charity, each Hospital operated independently except that all
employees were under the same pension plans. After the transition of operations and leadership to
VHS, there has been a systemizing of operations, so that functions that were being performed at
each of the Debtors are being transitioned and performed by VHS and being standardized, such as
pharmacy operations, credentialing, IT, case management, etc.

17
18
19
20
21
22
23
24
25
26
27

117.

As set forth above, VMF offers medical, surgical and related healthcare services

for people of all ages at community-based, multi-specialty clinics conveniently located in areas
served by Verity hospitals. The following graphic depicts VMF’s structure that is comprised of,
among other things, professional service agreements with seven medical groups that provide
physicians to VMF’s clinics:
///
//
//
//
//
//

28
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Verity Holdings, LLC, De Paul Ventures, LLC, and De Paul - San Jose Dialysis,

2

LLC, are all limited liability companies that do not have Boards of Directors. The sole Member

3

of Verity Holdings, LLC, and De Paul Ventures, LLC, is VHS. The sole member of De Paul

4

Ventures - San Jose Dialysis, LLC, is De Paul Ventures, LLC. I am the President and Eleanor

5

Ramirez and Art Huber were appointed Vice Presidents of Verity Holdings, LLC, on

6

November 17, 2017. I am the managing member for De Paul Ventures, LLC. Dr. Tirso del

7

Junco, Jr., is the managing member for De Paul Ventures - San Jose Dialysis, LLC.

8

B.

9
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Capital Structure.
121.

As more fully set forth in the declaration of Anita Chou in support of the Debtors’

10

Emergency Motion Of Debtors For Interim And Final Orders (A) Authorizing The Debtors To

11

Obtain Post Petition Financing (B) Authorizing The Debtors To Use Cash Collateral And (C)

12

Granting Adequate Protection To Prepetition Secured Creditors Pursuant To 11 U.S.C. §§ 105,

13

363, 364, 1107 And 1108, VHS, Verity Business Services (“VBS”), the Hospitals, and one

14

operating division are jointly obligated parties on approximately $461.4 million of outstanding

15

secured debt consisting of: (a) $259.4 million outstanding tax exempt revenue bonds, Series 2005

16

A, G and H issued by the California Statewide Communities Development Authority (the “2005

17

Bonds”), which loaned the bond proceeds to VHS to provide funds for capital improvements and

18

to refinance certain tax exempt bonds previously issued in 2001 by the DCHS, a religious not-for-

19

profit enterprise and VHS’s reorganization predecessor; and (b) $202 million outstanding tax

20

exempt revenue notes, Series 2015 A, B, C, and D and Series 2017 issued by the California

21

Public Finance Authority, which loaned the proceeds to VHS to provide working capital (the

22

“Working Capital Notes”). Wells Fargo Bank, N.A. (“Wells Fargo”) is the Bond Trustee and

23

UMB Bank National Association (“UMB Bank”) is the successor Master Trustee and for the

24

prepetition secured 2005 Bonds. U.S. Bank, National Association (“U.S. Bank”) is the Note

25

Trustee and also the Collateral Agent for the Working Capital Notes.

26

122.

Except for the taxable Series 2015C Working Capital Notes, the 2005 Bonds and

27

the Working Capital notes are all tax exempt, meaning interest on the bonds is not taxable to the

28

holders so long as the issuer maintains its qualified tax exempt status and the proceeds of the
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1

bonds were used for the tax exempt purposes for which they were originally intended. The Series

2

2005 A Bonds are comprised four term bonds maturing on July 1, 2024, 2030 and 2035 bearing

3

interest at 5.75% (Series 2005A-2024), (Series 2005A-2030), (Series 2005A-2035) and one

4

maturing July 1, 2039 bearing interest at 5.50% (Series 2005A-2039). The Series 2005G term

5

bond matures on July 1, 2022 and bears interest at 5.50%. The Series 2005H- term bond matures

6

on July 1, 2025 and bears interest at 5.75%.

7

2019 (Series 2015A, Series 2015B, Series 2015C and Series 2015D) and on December 10, 2020

8

(Series 2017A, 2017B). Series 2015A and B and Series 2017 and 2017B bear interest at 7.25%,

9

while the Series 2015D carries an 8.75% interest rate and Series 2015C accrues interest at 9.5%.

10

123.

The Working Capital Notes mature on June 10,

As set forth above, Holdings, a direct subsidiary of its sole member Verity, was

11

created in 2016 to hold and finance Verity’s interests in six medical office buildings whose

12

tenants are primarily physician and other practicing medical groups and certain of the Verity

13

Hospitals. Holdings is the borrower on approximately of $66 million on two series of non-

14

recourse financing secured by separate deeds of trust, revenue and accounts pledges, including

15

lease rents on each medical buildings (collectively “MOB Financing”). The MOB Financings

16

bear interest at a variable interest rate based on equal to One Month LIBOR plus a spread of 5.0%

17

with a floor of 6.23%. The secured lenders for the MOB Financings are affiliates of NantWorks,

18

LLC, which is an affiliate of Integrity.

19

124.

During May 2017, the California Statewide Communities Development Authority

20

issued $20 million of limited obligation tax exempt bonds, pursuant to the CaliforniaFIRST Clean

21

Fund Program in five series all with the same maturity date of September 2, 2047 (the “Clean

22

Fund Bonds”) as the conduit issuer for the benefit and obligation of Verity. The purpose of the

23

bond funding was to assist with clean energy construction efforts of the Seaton Medical Center

24

and are secured by Seton Medical Center’s voluntary agreement to special tax assessments by

25

Daley City. No other Debtor is liable for repayment of the Clean Fund Bonds. Wilmington Trust

26

National Association (“WTNA”) is the Trustee holding the construction funds, and a pre funded

27

capitalized interest fund and is the collateral agent for collection of the special tax assessments for

28

use in paying interest and principal on the Clean Fund Bonds. Interest on the Clean Fund Bonds
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accrues at 6.4%. The special assessment runs for a period which is the shorter of 30 years or the

2

early full defeasement of the Clean Fund Bonds.

3
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125.

Also in September 2017, the California Statewide Communities Development

4

Authority issued a single series $20 million of limited obligation tax exempt bonds pursuant to

5

the CaliforniaFIRST Program for the purpose of assisting with clean energy and seismic

6

improvement construction at Seton Medical Center (“NR2 Petros Bonds”). The NR2 Petros

7

Bonds also mature on September 2, 2047, but carry an interest rate of 6.45%. The NR2 Petros

8

Bonds are also California tax exempt and are secured by a special Daly City tax assessment on

9

Seton Medical Center property. No other Debtor is liable for repayment of the NR2 Petros

10

Bonds. The special assessment runs for a period which is the shorter of 30 years or the early full

11

defeasement of the NR2 Petros Bonds. WTNA is the Trustee holding the seismic improvement

12

funds, as well as a pre-funded interest payment fund.

13

126.

NantCapital also provided $40 million of unsecured debt financing for Verity as

14

reflected in two $20 million unsecured notes (the “Unsecured Notes”). The Unsecured Notes are

15

balloon notes with interest and principal payable at maturity in 2020 and carry annual

16

compounded interest rates of 7.25%.

17

C.

18

Unsecured Debt.
127.

The Debtors have approximately $500 million in total unsecured debt, including

19

disputed, unliquidated or contingent claims, which are comprised of claims made by vendors of

20

goods and services, cost report payables, pension obligations, management fees, and incurred but

21

not reported third party claims.
V.

22
23

128.

Sale Efforts

Prior to the Petition Date, the Debtors engaged in substantial efforts to market and

24

sell their assets. In June 2018, the Debtor engaged Cain Brothers, a division of KeyBanc Capital

25

Markets (“Cain”), to identify potential buyers of some or all of the Verity hospitals and related

26

assets and commenced discussions with those potential buyer.

27
28

129.

Cain prepared a Confidential Investment Memorandum (the “CIM”) and organized

an online data site to share information with potentially buyers and contacted over 110 strategic
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1

and financial buyers beginning in July 2018 to solicit their interest in exploring a transaction

2

regarding the Debtors and has advanced significantly towards achieving sales.

3

130.

In August 2018, as a result of its ongoing and broad marketing process, Cain has

4

received 11 Indications of Interest (“IOI”) to date, and expects to receive additional proposals on

5

or near the end of August. Shortly after the Petition Date, the Debtors, in consultation with Cain

6

and its other advisors, anticipate selecting an offer from one or more stalking horse bidder(s) to

7

acquire some or substantially all of the Debtors’ assets through a sale under § 363 of the

8

Bankruptcy Code.

9
DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

Desc

V.
131.

10

First-Day Pleadings

The Debtors request that the relief described below in the First-Day Motions be

11

granted, as each request constitutes a critical element in achieving the successful restructuring of

12

the Debtors for the benefit of its patients, creditors and the communities they serve.

13

A.

14

Administrative Motions.
132.

In the Motion of Debtors for Entry of an Order Directing the Joint Administration

15

of their Related Chapter 11 Cases (the “Joint Administration Motion”), the Debtors request entry

16

of an order directing joint administration of these chapter 11 cases for procedural purposes

17

pursuant to Bankruptcy Rule 1015(b) and that the Court maintain one file and one docket for all

18

of the chapter 11 cases under the lead case, Verity Health System of California, Inc.

19

133.

Joint administration of the chapter 11 cases will provide significant administrative

20

efficiencies without harming the substantive rights of any party in interest. Many of the motions,

21

hearings and orders that will be filed in the chapter 11 cases almost certainly will affect each of

22

the Debtors. The entry of an order directing joint administration of the chapter 11 cases will

23

reduce fees and costs by avoiding duplicative filings, objections, notices, and hearings, and will

24

allow all parties in interest to monitor the chapter 11 cases with greater ease and efficiency. The

25

relief requested in the Joint Administration Motion is in the best interests of the Debtors’ estates,

26

their creditors, and all other parties in interest and will enable the Debtors to continue to operate

27

their businesses in chapter 11 with the least disruption.

28
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In the Ex Parte Motion For Entry Of Order Extending Time To File Schedules Of

2

Assets And Liabilities, Schedules Of Executory Contracts And Unexpired Leases, And Statements

3

Of Financial Affairs (the “Schedules and SOFA Motion”), as set forth in the declaration of Anita

4

M. Chou, the Debtors request entry of an order granting additional time to file their schedules of

5

assets and liabilities, schedules of executory contracts and unexpired leases, and statements of

6

financial affairs. As a consequence of the size and complexity of the Debtors’ business

7

operations, the number of creditors likely to be involved in these chapter 11 cases, the numerous

8

critical operational matters that the Debtors’ management and employees must address, a 30-day

9

extension (without prejudice to further extensions) is necessary and appropriate.

10

135.

In the Debtors’ Emergency Motion (A) Approving the Debtors

Filing a

11

Consolidated List of Fifty Largest General Unsecured Creditors For All Cases; (B) Approving

12

The Debtors Filing A Consolidated Master Mailing Matrix For All Cases; and (C) Permitting the

13

Debtors’ Claims And Noticing Agent To Maintain The Master Mailing Matrix, the Debtors seek

14

entry of an order approving each Debtor having filed in its respective case: a consolidated list of

15

the fifty largest general unsecured creditors for all eighteen Debtors and a consolidated Master

16

Mailing Matrix for all 17 Debtors; and permitting the Debtor’s claims and Noticing Agent

17

(Kurztman Carson Consultants) to maintain and update the Master Mailing Matrix. There are 17

18

entities that are Debtors in these chapter 11 cases. As of the Petition Date, the Debtors estimate

19

that they have over $1 billion in liabilities and they have over 20,000-40,000 potential creditors

20

and parties in interest (on a consolidated basis) in these chapter 11 cases. Many of the Debtors’

21

creditors overlap. As such, requiring the Debtors to prepare individual Top 20 Lists of Creditors

22

and individual Mailing Matrixes for each Debtor would be an exceptionally burdensome task and

23

would greatly increase the risk and recurrence of error of information already on computer

24

systems maintained by the Debtors or their agents.

25

B.

26
27

Operational Motions Requesting Immediate Relief.
136.

The Debtors intend to ask for immediate relief with respect to the following First

Day Pleadings and, therefore, will present these motions at the First Day Hearing.

28
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a.
Emergency Motion Of Debtors For Interim And Final Orders (A) Authorizing
The Debtors To Obtain Post Petition Financing (B) Authorizing The Debtors To Use Cash
Collateral And (C) Granting Adequate Protection To Prepetition Secured Creditors Pursuant
To 11 U.S.C. §§ 105, 363, 364, 1107 And 1108 (the “Cash Collateral/DIP Motion”).
137.

By way of the Cash Collateral/DIP Motion, and as set forth in the Declaration of

5

Anita M. Chou (the “Chou Declaration”), Chief Financial Officer of VHS (“Chou Decl.”), in

6

support of the Cash Collateral/DIP Motion, the Debtors move, on an emergency basis, for entry

7

of an interim order (substantially in the form attached as Exhibit “A” to the Chou Declaration, the

8

“Interim Order”) and a final order (the “Final Order” and together with the Interim Order, the

9

“DIP Orders”) (i) (a) authorizing the Debtors to enter into a senior secured, superpriority debtor

10

in possession financing facility with Ally Bank, a subsidiary of Ally Financial, Inc., (the “DIP

11

Lender”), in an (a) interim amount not to exceed $30,000,000 and only as needed to avoid

12

immediate and irreparable harm, and (b) after a final hearing, amount up to $185,000,000 (as

13

amended, modified or otherwise in effect from time to time, the “DIP Facility”), substantially on

14

the terms set forth in the Chou Declaration and the Debtors In Possession Facility Agreement,

15

attached as Exhibit “1” to the proposed Interim Order (as amended, supplemented, or otherwise

16

modified and in effect from time to time, the “DIP Facility Agreement,” and together with all

17

other agreements, documents, notes, certificates, and instruments executed and/or delivered with,

18

to or in favor of the DIP Lender, (the “DIP Financing Agreements”), and (b) granting the DIP

19

Liens and the DIP Superpriority Claims (in each case, as defined below); (ii) authorizing the

20

interim use of Cash Collateral (as defined below) on the terms set forth in the Interim Order; (iii)

21

granting “adequate protection” to UMB Bank, N.A., as successor Master Trustee for the

22

Prepetition Secured Revenue Bonds, Series 2005 A, G and H (“2005 Bonds”) , U.S. Bank

23

National Association (“U.S. Bank”), as the Collateral Agent and Note Trustee for the Series 2015

24

A, B, C, and D and the Series 2017 A and B Revenue Notes (collectively, the “Working Capital

25

Notes”) and MOB Financing LLC and MOB Financing II LLC as holders of security interests in

26

Verity Holdings prepetition accounts, including rents arising from the prepetition MOB Financing

27

(described below) in the form of Adequate Protection Payments and Replacement Liens, each as

28

defined in the Chou Decl.; (iv) modifying the automatic stay as imposed by section 362 of the
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1

Bankruptcy Code to the extent necessary to implement and effectuate the terms of the DIP

2

Facility and the DIP Orders; and (v) scheduling an interim hearing to approve the proposed

3

Interim Order and a final hearing with respect to the relief requested herein (the “Final Hearing”).

4
5
6
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138.

Each Debtor has all requisite corporate power and authority to execute and deliver

the DIP Financing Agreements to which it is a party and to perform its obligations thereunder.
139.

Absent granting emergency access to the Debtors’ cash collateral, the Debtors will

7

not be able to made payroll or meet other obligations critical to the maintenance of safe facilities

8

and the delivery of effective acute care services for its patients and staff during the week ending

9

September 7, 2018. Absent emergency access to postpetition financing, the Debtors will lose

10

vendor support for critical postpetition deliveries of goods and services further burdening the

11

Debtors use of cash. Absent entry of an interim order granting the requested relief, the very

12

existence of the Hospitals will be threatened and the ability of the Hospitals to survive as long

13

term going concerns, whether or not owned by the Debtors, will be irreparably harmed.

14

b.
Emergency Motion Of Debtors For Entry Of Order: (I) Authorizing The Debtors
To (A) Pay Prepetition Employee Wages And Salaries, And (B) Pay And Honor Employee
Benefits And Other Workforce Obligations; And (II) Authorizing And Directing The
Applicable Bank To Pay All Checks And Electronic Payment Requests Made By The Debtors
Relating To The Foregoing; Memorandum Of Points And Authorities In Support Thereof (the
“Wage Motion”).

15
16
17
18

140.

By the Wage Motion, the Debtors move the Court for entry of an order

19

(i) authorizing the Debtors, in their discretion, to (a) pay prepetition employee wages and salaries,

20

and (b) pay and honor employee benefits and other workforce obligations (including remitting

21

withholding obligations, maintaining workers’ compensation and benefits programs, paying

22

related administration obligations, making contributions to retirement plans, and paying

23

reimbursable employee expenses) (collectively, the “Employee Obligations”); and (ii) authorizing

24

and directing the applicable bank to pay all checks and electronic payment requests made by the

25

Debtors relating to the foregoing.

26

141.

Wages.

The Employees are paid their wages and salaries (the “Wages”)

27

bi-weekly, in arrears, either five or six days after the end of every 14-day pay period, through

28

direct deposit or by check. The Debtors’ average bi-weekly gross payroll is approximately
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1

$25,394,994, which includes approximately $463,907 for executive payroll, $3,726,816 for

2

withholding obligations (relating to various taxes, claims and other obligations) and $208,476 for

3

retirement plan contribution matching. Under a bifurcated, constant pay cycle, Employees were

4

last paid on August 24 and 30, 2018. The next routine payroll dates covering all Employees’

5

accrued and unpaid prepetition Wages are scheduled for September 7, 13 and 14, 2018, and

6

expected to include approximately $15,353,375 that is attributable to prepetition Wages (the

7

“Requested Prepetition Payroll”), which the Debtors seek authority to pay by the Wage Motion.

8

The Debtors do not believe payments of Wages to any individual Employee will exceed the

9

$12,850 cap under § 507(a).

10

142.

Withholding and Union Obligations. In the ordinary course of their business, the

11

Debtors routinely withhold from the Wages certain amounts that the Debtors are required to

12

transmit to third parties for purposes such as Social Security and Medicare, federal and state or

13

local income taxes, contributions to the Debtors’ benefit plans, savings and retirement plan

14

contributions, union claims, garnishment, child support or other similar obligations pursuant to

15

court order or law (collectively, the “Withholding Obligations”). The Debtors owe approximately

16

$3,726,816 for Withholding Obligations in connection with the Requested Prepetition Payroll,

17

which the Debtors seek authority to pay by the Wage Motion. The Debtors are also required to

18

make certain Union-specific contributions, which are currently accrued and unpaid in the amount

19

of $85,089 on account of prepetition Wages, which the Debtors seek authority to pay by the Wage

20

Motion.

21

143.

Bonuses.

Certain Employees are eligible to receive sign-on, retention and

22

incentive bonuses. Payout opportunity is based on Employee position, title and location (i.e.,

23

Hospital or Systems Office). The Debtors do not, by the Wage Motion, seek permission to pay

24

any bonuses to continuing Employees but do seek the authority, in the Debtors’ discretion, to pay

25

the Employees for contractually agreed bonuses that accrued within the 180 days prior to the

26

Petition Date when their services with the Debtors are terminated so long as the total of the

27

payments already then made for prepetition Employee Obligations and the bonuses does not

28

exceed the statutory limit for priority claims of $12,850.
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Reimbursement Obligations. The Debtors customarily reimburse Employees who

2

incur business expenses in the ordinary course of performing their duties on behalf of the

3

Debtors. Such expenses typically include, but are not limited to, business-related travel expenses

4

(including mileage), business meals, relocation allowances, tuition reimbursement, and other

5

items specified in the CBAs. Based on historical experience, the Debtors anticipate that, as of the

6

Petition Date, the Debtors owe an estimated $30,200 in Reimbursement Obligations to their

7

Employees, which they seek authority to pay by the Wage Motion. The Debtors further seek to

8

continue to pay Reimbursement Obligations incurred postpetition in the ordinary course of the

9

Debtors’ business.

10

145.

Paid Time Off and Extended Sick Leave. Full-time and part-time Employees

11

become eligible to receive employment benefits beginning the first of the month following 30

12

days of employment (when they become “Eligible Employees”). Per diem Employees are not

13

Eligible Employees. The Debtors provide Eligible Employees with Paid Time Off (“PTO”) and

14

Extended Sick Leave (“ESL”), which are accrued annually and in increasing rates over successive

15

years. PTO is time off due to vacation, holiday, personal or incidental sick time. ESL kicks in (a)

16

immediately where the Eligible Employee is admitted for surgery, (b) after a 3-day waiting period

17

for a workers’ compensation

18

compensation is not implicated. As of the Petition Date, the Debtors are carrying approximately

19

$36.6 million on their books for 789,942 hours of accrued and unused PTO. Eligible Employees

20

are permitted to cash out their unused PTO on one or two occasions during the year depending on

21

the relevant Hospital or CBA. As of the Petition Date, the Debtors are carrying approximately

22

$17.5 million on their books for 372,000 hours of accrued and unused ESL. Some CBAs permit

23

Eligible Employees to cash out a portion of their unused ESL at retirement. By the Wage Motion,

24

the Debtors seek authority to honor their existing PTO and ESL policies to the extent it would

25

permit continuing Employees to use their prepetition accrued leave in the ordinary course of

26

business, and going forward. The Debtors are not, by the Wage Motion, seeking permission to

27

cash out any accrued and unused PTO or ESL of continuing Employees but do seek the authority,

28

in the Debtors’ discretion, to pay the Employees for unused PTO and/or ESL, as permitted per

injury, and (c) after a 7-day waiting period if workers’
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Hospital policy and relevant CBA terms, that accrued within the 180 days prior to the Petition

2

Date so long as the total of the payments for prepetition Employee Obligations does not exceed

3

the statutory limit for priority claims of $12,850.

4
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146.

Health Benefits.

The Debtors offer Eligible Employees the opportunity to

5

participate in a number of insurance and benefit programs, including, among other things, medical,

6

dental and vision plans, life insurance, short-term and long-term disability insurance, workers’

7

compensation, retirement plans and other insurance plans and benefits. As of the Petition Date,

8

the Debtors owed (a) approximately $3,162,816 to Healthnow as third-party administrator on

9

account of accrued and unpaid prepetition claims against the self-insured medical plans; (b)

10

approximately $48,060 to Cigna and Delta Dental for accrued and unpaid prepetition claims

11

against the self-insured dental plans; (c) approximately $60,150 to VSP for accrued and unpaid

12

prepetition claims on account of the self-insured vision plans. By the Wage Motion, the Debtors

13

seek authority to pay these prepetition claims. The Debtors believe that they are current on the

14

administration fees and premiums related to the health plans to pay their portion of any premiums

15

or administration fees for the health plans that accrued and remain unpaid as of the Petition Date,

16

and to turn over to Blue Shield of California any amounts sufficient to satisfy the portion of the

17

accrued and unpaid prepetition premiums to be paid by the Employees in connection with the

18

payment of the Wages and Withholding Obligations. By the Wage Motion, the Debtors also seek

19

authority to continue to pay, in their discretion and in the ordinary course of their business, the

20

administration fees, premiums for and claims under the health plans incurred postpetition. The

21

Debtors further seek, by the Wage Motion, to continue to perform any obligations under

22

Continuation Health Coverage (COBRA) in respect to former employees.

23

147.

Life, Disability and Workers’ Compensation.

The Debtors offer Eligible

24

Employees premium-based group life insurance and accidental death and dismemberment

25

insurance (“AD&D”) through UNUM; premium based short term (“STD”) and long term

26

disability coverage (“LTD”) through Cigna; workers’ compensation insurance through Old

27

Republic Insurance; and an employee assistance program through Optum. The Debtors are also

28

are obligated to Cigna on account of claims under the Federal Medical Leave Act (FMLA) and
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California Family Rights Act (CFRA). The Debtors believe that they are current on all the above

2

mentioned insurance policies and claims obligations. To the extent they are not, however, the

3

Debtors seek authority, by the Wage Motion, in their discretion, to pay any accrued and unpaid

4

prepetition premiums and related charges and to continue these benefits postpetition and to

5

deliver the Employees’ portion of any accrued and unpaid prepetition premiums to the

6

corresponding administrators.

7
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148.

Retirement Plans. As described in further detail above, the Debtors offer eligible

8

Employees the opportunity to participate in various retirement plans, including defined benefit

9

plans and defined contribution plans. By the Wage Motion, the Debtors seek authority to pay

10

their matching contributions that accrued and remain unpaid as of the Petition Date for the

11

retirement plans and to deliver the Employee contributions in connection with the payment of

12

Wages and Withholding Obligations described above. The Debtors also seek authority, by the

13

Wage Motion, to continue to pay, in their discretion and in the ordinary course of their business,

14

matching contributions for the retirement plans incurred postpetition.

15

149.

Miscellaneous Plans.

The Debtors also offer their eligible Employees the

16

opportunity to participate in a “Cafeteria Plan” through Alliant Choice Plus, which includes

17

voluntary critical care insurance, pet insurance, auto and home insurance.

18

reimbursement account and dependent care reimbursement account are administered through

19

Healthnow, and long-term care is administered through UNUM. All of these programs are 100%

20

funded by the Employees and are paid for through payroll deductions. By the Wage Motion, the

21

Debtors request authority to continue to honor these programs, in their discretion, and to continue

22

distributing to third-parties the payments for these programs in connection with the payment of

23

Wages and Withholding Obligations as described above, including the distributions of payments

24

that are for prepetition amounts due.

25

150.

The healthcare

The Debtors believe that substantially all of its Employees rely exclusively on

26

their compensation to pay their daily living expenses. Also, the Employee Benefit Programs are a

27

critical component of the Employees’ total compensation package. It is imperative to the

28

accomplishment of the Debtors’ goals in this case that the Debtors minimize any adverse impact
- 42 108503415\V-3

DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

Case 2:18-bk-20151-ER

Doc 8 Filed 08/31/18 Entered 08/31/18 11:13:38
Main Document
Page 43 of 55

Desc

1

of the chapter 11 filing on the Debtors’ workforce, patients, operations, and orderly

2

administration of these Cases. Any disruption to payment of the payroll in the ordinary course, or

3

to the continued implementation of employee programs in the Debtors’ discretion, would

4

adversely affect the Debtors’ goals in this case because such events are likely to cause some

5

employees to terminate their employment with the Debtors, will cause employees to be distracted

6

from their duties to care for the patients, and will hurt employee morale at a particularly sensitive

7

time for all employees.

8

repercussions on the Debtors’ ability to preserve its assets and administer its estate, to the

9

detriment of all constituencies. Accordingly, as set forth in the Wage Motion, the Debtors request

10

authority to continue paying the Employees and administering the Employee Benefit Programs

11

and any obligations related to the foregoing (subject to the Budget and any applicable payment

12

caps) in the ordinary course of business.

13

c.
Emergency Motion Of Debtors For Authority To: (1) Continue Using Existing
Cash Management System, Bank Accounts And Business Forms; (2) Implement Changes To
The Cash Management System In The Ordinary Course Of Business; (3) Continue
Intercompany Transactions; (4) Provide Administrative Expense Priority For Postpetition
Intercompany Claims; And (5) Obtain Related Relief; Memorandum Of Points And Authorities
In Support Thereof (the “Cash Management Motion”).

14
15
16
17

151.

Failure to honor the Employee Obligations could have severe

By the Cash Management Motion, the Debtors move the Court for the entry of an

18

order authorizing them, subject to the terms of the DIP Orders and DIP Financing Agreements to:

19

(1) continue to use their cash management system, including the continued maintenance of their

20

existing bank accounts (three of which include passive investing) and business forms; (2)

21

implement changes to their cash management system in the ordinary course of business, including

22

opening new or closing existing bank accounts; (3) continue to perform under and honor

23

intercompany transactions in the ordinary course of business, in their business judgment and at

24

their sole discretion; (4) provide administrative expense priority for postpetition intercompany

25

claims, all as set forth in more detail below; and (5) obtain related relief.

26

152.

The Debtors further request, by the Cash Management Motion, that the Court

27

authorize the financial institutions at which the Debtors maintain various bank accounts to (a)

28

continue to maintain, service and administer the Debtors’ bank accounts, and (b) debit the bank
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accounts in the ordinary course of business on account of (i) wire transfers or checks drawn on

2

the bank accounts, or (ii) undisputed service charges owed to the banks for maintenance of the

3

Debtors’ cash management system, if any.

4
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153.

The Debtors currently have 63 accounts (the “Accounts”) with five commercial

5

banks and one investment bank (collectively the “Banks”). The Debtors request authority to

6

continue utilizing the Accounts, subject to the terms of the DIP Orders and DIP Financing

7

Agreements. Requiring the Debtors to close certain of the Accounts and open new ones will

8

disrupt the Debtors’ cash flow – and, ultimately, impact patient care – because (i) the depositors

9

(some of which are governmental agencies) will not respond quickly to the change and will likely

10

continue to send deposits to the original deposit account, and (ii) the Debtors have certain

11

obligations (including for debt, pension and defined contribution) that they pay exclusively by

12

electronic funds transfer and changes to the payment accounts have the potential of slowing down

13

these crucial payments.

14

accounting personnel, who are already dealing with the many and varied issues related to these

15

Cases. Closing the Accounts and opening new ones under the circumstances described in the

16

corresponding Memorandum of Points and Authorities would needlessly cost the Debtors time

17

and money at a time when they are trying to conserve both, and would result in no discernible

18

benefit to the Debtors’ bankruptcy estates.

19

154.

Closing the Accounts will also increase the work of the Debtors’

The Debtors also request in the Cash Management Motion authority to continue

20

using their business forms without the designation “Debtors in Possession” on them for a limited

21

time. The Debtors’ forms are either electronically printed or can be electronically altered. The

22

Debtors seek the authority of this Court to utilize their electronically generated forms without the

23

“Debtors in Possession” designation until the adjustments to the software can be initiated and

24

existing stock is exhausted.

25

155.

Subject to the DIP Orders and DIP Financing Agreements, by the Cash

26

Management Motion, the Debtors request that the Court authorize them to continue using their

27

cash management system in connection with the continued use of Accounts and continued use of

28
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the Debtors’ business forms; in furtherance thereof, the Debtors further request that the Court

2

authorize and direct the Banks to continue honoring the Debtors’ transactions.

3

d.
Emergency Motion Of Debtors For Order (A) Prohibiting Utilities From
Altering, Refusing, Or Discontinuing Service And (B) Determining Adequate Assurance Of
Payment For Future Utility Services (the “Utilities Motion”).

4
5
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156.

By the Utilities Motion, the Debtors move the Court for the entry of an order

6

authorizing them to (i) prohibiting utilities (collectively, the “Utility Companies” and

7

individually, a “Utility Company”) from altering, refusing, or discontinuing service without

8

further order of the Court; and (ii) determining adequate assurance of payment for future utility

9

services. The Debtors receive essential utility services from several Utility Companies.

10

Furthermore, the Debtors seek a determination that: (i) a deposit made by the Debtors to each

11

Utility Company in an amount equal to the average monthly invoice for prepetition services

12

provided to the Debtors by such Utility Company (the “Deposit”); (ii) the ability of any Utility

13

Company to obtain an initial hearing on the adequacy of the Deposit; and (iii) the ability of any

14

Utility Company to obtain an expedited hearing regarding further adequate assurance if the

15

Debtors fail to cure a post-petition payment default within twenty (20) days after written notice of

16

such default, constitute adequate assurance of payment for future utility services.

17

157.

As life-saving medical service providers, the Debtors are situated in a vulnerable

18

position―without the continual flow of vital services of Utility Companies, the mission of the

19

Debtors’ business would unravel, irreparably harming the Debtors and their patients who seek

20

medical care in the hospitals, medical centers, and clinics operated by the Debtors. Thus, I believe

21

that in order to ensure the timely and proper care of the patients and maintain ongoing business

22

operations, it is imperative the Debtors are able to rely on a consistent supply of these services.

23

158.

Specifically, uninterrupted electricity, gas, telephone, and similar services are

24

essential to the Debtors’ provision of medical services to the Debtors’ patients. Any interruption,

25

however brief, to utility services to the Debtors’ business will result in a serious disruption of the

26

Debtors’ business operations and dramatically affect patient care. Therefore, I believe that it is

27

critical that the Court prohibit the Utility Companies from altering, refusing or discontinuing

28

service to the Debtors without further order of this Court. The Deposit for each of the Utility
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Companies, coupled with the streamlined mechanism for requesting further adequate assurance

2

will provide adequate assurance of payment to the Utility Companies as well as safeguard the

3

Debtors’ continuing operations.

4

159.

The Debtors are current on payment to the Utility Companies. Further, the Debtors

5

have sufficient cash to pay their postpetition utility bills as they come due and have specifically

6

budgeted for such payments in the Debtors’ operating budget submitted in connection with the

7

Debtors’ Cash Collateral Motion.

8

e.
Debtors’ Emergency Motion For Entry Of An Order Authorizing Debtors To
Honor Prepetition Obligations To Critical Vendors (the “Critical Vendors Motion”).

9
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10

160.

By the Critical Vendors Motion, the Debtors move the Court for the entry of an

11

order authorizing, but not directing, the Debtors to continue to pay and/or honor the prepetition

12

claims, up to $20 million (the “Critical Vendor Cap”), with (i) an interim amount of up to $5

13

Million, and (ii) an additional amount of up to $15 Million, of their most critical vendors, in the

14

Debtors’ discretion and in the ordinary course of the Debtors’ business, pursuant to a carefully-

15

designed Protocol (defined below) overseen by a core, centralized team consisting of senior

16

members of Debtors’ management and professional advisors, and subject to the terms and

17

conditions. The Debtors will suffer irreparable harm without the relief requested in Critical

18

Vendors Motion.

19

161.

As life-saving medical service providers, the Debtors are situated in a vulnerable

20

position in that their entire mission would immediately unravel, irreparably harming the Debtors

21

and their patients without the continual flow of vital medical services, medical supplies, medical

22

equipment, physicians, nurses, nurse practitioners, physicians assistants, professional technicians

23

such as, imaging technicians, surgical technicians, sterile processing technicians and interim

24

clinical/management staff, coders, admission department staff, as well as non-medical services,

25

information technology support, and/or benefits.

26

162.

Additionally, local, state, and federal law places certain compliance requirements

27

on the Debtors. For example, as the operator of hospitals licensed under California state law and

28

certified to participate in the Medicare and Medicaid programs, the Debtors must comply with all
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1

hospital licensing and certification requirements, including those found in the Health and Safety

2

Code and in Title 22 of the California Code of Regulations, as well as the applicable Medicare

3

conditions of participation and corresponding Medicaid requirements. In addition to complying

4

with these overarching requirements, the Debtors must monitor and comply with all of the other

5

licensing and operational requirements that apply to the different service lines and programs

6

offered by the hospitals, including, for example, those applicable to the hospital pharmacies and

7

laboratories. These extensive, comprehensive requirements can only be fulfilled through

8

continued, uninterrupted access to various goods and services. Thus, in order to ensure the timely

9

and proper care of the patients and maintain ongoing business operations, it is imperative the

10

Debtors are able to rely on a consistent, quality supply of various physicians, nurses, nurse

11

practitioners, physicians assistants, professional technicians such as, imaging technicians, surgical

12

technicians, sterile processing technicians and interim clinical/management staff, coders,

13

admission department staff, as well as certain medical supplies, medical equipment, and services

14

provided by vendors, suppliers and/or service-providers that are “critical” to the Debtors’

15

businesses (the “Critical Vendors”).

16

163.

The Debtors’ Critical Vendors include the following categories of providers:

17

(i) uncompensated care contract physicians and on-call coverage physicians (collectively, the

18

“Uncompensated Care and On-Call Coverage Physicians”); (ii) medical directors (the “Medical

19

Directors”); (iii) medical staff officers and leadership positions (“Medical Leadership”);

20

(iv) physicians providing teaching services (“Physician Educators”); (v) medical services

21

providers (the “Medical Services Providers”); (vi) medical supplies and medical equipment

22

providers (collectively, the “Medical Supplies and Equipment Providers”); (vii) medical staffing

23

agencies and hospital-based services providers (collectively, the “Clinical Staffing”); (viii) non-

24

medical services providers (the “Non-Medical Services Providers”); (ix) information technology

25

services providers (the “IT Services Providers”); and (x) various employee benefits providers (the

26

“Benefits Providers”).

27
28
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The Debtors require the use of various physicians, the Uncompensated Care and

2

On-Call Coverage Physicians, who provide care to patients who lack the ability to compensate the

3

Debtors for their medical treatment (individually, “Uncompensated Care Contract Physicians”)

4

and the physicians who provide on-call services to cover the Debtors’ daily on-call needs

5

(individually, “On-Call Coverage Physicians”), all in order to ensure patient care. The

6

Uncompensated Care Contract Physicians routinely provide the following vital services: (i)

7

Emergency Room coverage; (ii) surgical procedures for any Patient who is uninsured or

8

underinsured; (iii) psychiatry; and (iv) cardiac services. The On-Call Coverage Physicians make

9

themselves available to the Debtors for certain periods of time to ensure that a specialist is

10

available at all times for emergency situations, including such emergent conditions as cardiac

11

arrest and immediate trauma. The On-Call Coverage Physicians routinely provide the following

12

areas of expertise:

13

neurosurgery; (vi) thoracic surgery; (vii) cardiac surgery; (viii) radiation oncology; (ix)

14

neurology, (x) psychiatry; (xi) nephrology; (xii) gastroenterology; (xiii) pediatric surgery; and

15

(xiv) obstetrics.

16

165.

(i) urology; (ii) general surgery; (iii) orthopedics; (iv) cardiology; (v)

Due to the strong economy and the tight labor market for professionals with

17

expertise, Uncompensated Care and On-Call Coverage Physicians have a vast array of working

18

opportunities available to them, and to the extent the Debtors are unable to ensure payment for

19

prepetition claims, these Uncompensated Care and On-Call Coverage Physicians will work at

20

other hospitals, resulting in a devastating impact on patient care and irreparable harm to the

21

smooth transition into chapter 11 and preservation and maximization of value for the benefit of

22

the Debtors’ creditors.

23

166.

Further, the Debtors require the use of various physicians who serve as Medical

24

Directors. As Medical Directors, it is their responsibility to ensure the hospital runs smoothly and

25

efficiently and according to local, state, and federal mandates in order to ensure patient care.

26

These Medical Directors supervise and coordinate the On-Call Coverage Physicians, provide vital

27

operating and administrative services, such as (i) the Long Term & Sub-Acute Unit; (ii)

28

Advanced Wound Care; (iii) the Comprehensive Spine Care Program; (iv) the Stroke Program;
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(v) Cardiac & Pulmonary Rehabilitation; (vi) Oncology; (vii) Non-Invasive Cardiology; (viii)

2

Radiation Therapy; (ix) the Intensive Care Unit and Neonatal Intensive Care Unit; (x) the

3

Antimicrobial Stewardship Program; (xi) Interventional Neurology; (xii) the Bioethics Program;

4

(xiii) the Catherization Laboratory; (xiv) the Skilled Nursing Facility, the Stroke Program; (xv)

5

Thoracic Surgery; (xvi) the Dialysis Center; and (xvii) Nuclear Medicine and Vascular

6

Laboratory. They also are vital for program quality, oversight, and risk management. There are

7

approximately 60 physicians serving as Medical Directors. Similar to the Uncompensated Care

8

and On-Call Coverage Physicians. I believe they also are vital for program quality, oversite, and

9

risk management. There are approximately 68 physicians serving as Medical Directors.

10

167.

Similar to the Uncompensated Care and On-Call Coverage Physicians, and due to

11

the strong economy and the low labor market for professionals with expertise, Medical Directors

12

are in demand and have a vast array of working opportunities available to them. To the extent the

13

Debtors are unable to ensure payment for prepetition claims to Medical Directors, these Medical

14

Directors will work at other hospitals, resulting in a devastating impact on patient care and

15

irreparable harm to the smooth transition into chapter 11 and preservation and maximization of

16

value for the benefit of the Debtors’ creditors.

17

168.

Debtors require the use of various physicians who serve as medical staff officers

18

and in other leadership positions, as required by each Hospital’s accreditation with The Joint

19

Commission (the “TJC”). Medical Leadership includes the Chiefs of Staff and all Department

20

Chairs required by each of the Debtors’ Medical Staff Bylaws, and by Title 22, including

21

physician oversight for cardiology, pulmonary, laboratory, stroke, and ST-elevation myocardial

22

infarction departments. The Chief Medical Officers are essential to ensure quality and risk

23

oversight. Without these physicians, who I believe can easily find competitive opportunities

24

elsewhere, the Debtors’ day-to-day programs will cease to function, resulting in a significant

25

impact on patient care and other irreparable harm to the Debtors’ Chapter 11 Cases.

26

169.

The Debtors require the use of various physicians, the Physician Educators, who

27

provide teaching services in the Debtors’ graduate medical education (the “GME”) program, a

28

legal requirement with which the Debtors must comply. The GME program simultaneously
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1

provides: (i) training for interns, residents, and fellows until they become independent and

2

licensed practitioners; and (ii) access to healthcare for elderly and impoverished patients.

3

Physician Educators are in high demand because the State of California mandates that every

4

teaching hospital support the efforts to provide access to high quality healthcare to its most

5

vulnerable population. To maintain Level 2 Trauma status, the Debtors must maintain the GME

6

program. Therefore, the Physician Educators are vital to maintaining the Debtors’ teaching

7

hospital status and affording access to healthcare, both of which are key to the Debtors’ Patient

8

care, ongoing operations, and/or potential sale of its assets for the benefit of its creditors and the

9

Estates.

10

170.

Debtors require the use of various Medical Services Providers, including, but not

11

limited to, those who provide services such as surgical anesthesia coverage, organ harvesting and

12

organ matching services, medical equipment sanitization, diagnostic interventional cardiology

13

services, interventional neuroradiology, imaging services, advanced wound care, pathology and

14

laboratory services, dialysis services, lithotripsy services, sterile compounding services,

15

rehabilitation staffing and management services, subacute management services, psychiatric

16

management services, hospitalist services, intensivist program services, medical screening

17

services, and medical instrument repair services. These services are vital to the Debtors’ day-to-

18

day operations, in particular with regard to Patient care, and the Debtor will suffer immediate

19

irreparable harm should the Court not grant the Debtors’ request to include the Medical Services

20

Providers as Critical Vendors.

21

171.

Debtors require the use of various medical supplies and medical equipment from

22

the Medical Supplies and Equipment Providers, including, but not limited to, blood and plasma,

23

heart valves, coronary intervention products, defibrillators, laparoscopic and minimally invasive

24

surgical supplies, neurosurgical supplies and neurology devices, other surgical medical products,

25

bone substitute biologics, regenerative vascular grafts, vaccinations and other pharmaceuticals,

26

nuclear medicines, medical gases, anesthesia medical equipment, laboratory medical supplies,

27

radiation equipment, gastrointestinal supplies, cochlear implants, orthopedic implants, spinal

28

implants, intraocular lenses and ophthalmology supplies, sterilization equipment and products,
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and fetal monitoring systems. Equipment includes medical equipment rentals, biomedical repair

2

tools and equipment, patient beds and stretchers, vital sign monitoring, infusion pumps,

3

medication supply stations, gastro-intestinal lab equipment, cardiac catherization lab equipment,

4

operating room equipment, imaging equipment, laboratory equipment, pharmacy dispensing

5

equipment, and transplant program equipment. The medical supplies and medical equipment the

6

Debtors receive from the Medical Supplies and Equipment Providers are vital to the Debtors’

7

day-to-day operations, to maintain Patient care, and the Debtors will suffer immediate irreparable

8

harm should the Court not grant the Debtors’ request to include the Medical Supplies and

9

Equipment Providers as Critical Vendors.

10

172.

The Debtors also require the Clinical Staffing, which are various medical groups,

11

staffing agencies, and other hospital-based services providers, to meet critical thresholds of

12

physicians, nurses, nurse practitioners, physicians assistants, professional technicians such as,

13

imaging technicians, surgical technicians, sterile processing technicians and interim

14

clinical/management staff, coders, and admission department staff servicing patients in

15

emergency and non-emergency room situations. The provision of physicians, nurses, professional

16

technicians such as, imaging technicians, surgical technicians, sterile processing technicians and

17

interim clinical/management staff, coders, and admission department staff is vital to service the

18

Debtors’ six active emergency rooms, trauma center, and the multiple medical specialty units

19

providing tertiary and quaternary care.

20

173.

Additionally, regarding the provision of nurses, the staffing supplementation is

21

essential because: (1) California has a mandatory statutory nurse to patient ratio, and so the

22

Debtors are required by law to meet certain ratios in order to operate on a daily basis; and (2) it is

23

difficult to recruit experienced staff―as opposed to recent graduates―for short-term

24

assignments. Indeed, these staffing agencies provide the requisite “registry” nurses who take short

25

single-day assignments and “traveler” nurses who take longer-term assignments to fill in during

26

busier seasons―e.g., flu season―and understaffed periods―e.g., during nurses strikes of

27

represented nurses―where the Debtors may not otherwise have sufficient numbers of nurses

28

between their core and per diem nurses.
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Moreover, many of the Clinical Staffing who provide physicians, nurses, nurse

2

practitioners, physicians assistants, professional technicians such as, imaging technicians, surgical

3

technicians, sterile processing technicians and interim clinical/management staff, coders, and

4

admission department staff to the Debtors will not staff the Debtors’ business if there is any

5

interruption or delay in the payment of the amounts due to them. Given the Debtors’ reliance on

6

the medical services provided by the Clinical Staffing to provide Patient care and otherwise fulfill

7

the Debtors’ daily medical services needs, and the fact that the Clinical Staffing can simply shift

8

their services to a medical services company, it is crucial that the Debtors be authorized to pay

9

any prepetition amounts due to the Clinical Staffing as Critical Vendors in the ordinary course of

10
11

business.
175.

The Debtors require use of Non-Medical Services Providers, including, but not

12

limited to, those who provide services such as payroll tax services, financial audit services, billing

13

services, cost reporting services, revenue cycle management services, consulting and education

14

services for various required national, state, and local accreditations and mandates, environmental

15

services, record retention services, building maintenance services, medical equipment

16

maintenance services, management services, and other similar services, as well as to seismic

17

contractors. Seismic contractors are designers, engineers, suppliers and constructors who are

18

engaged in the statutory work of retrofitting hospital structures to meet the SB1953 and

19

subsequent amendments that are required to be completed by December 31, 2019. Delay of the

20

projects will cause the Debtors to miss the regulated deadlines, risking the Debtors’ California

21

Department of Public Health license and suspension of such. These non-medical services are vital

22

to the Debtors’ day-to-day operations, particular with regard to Patient care, and the Debtor’s

23

ability to comply with regulatory requirements set by the State of California legislature, and the

24

Debtor will suffer immediate irreparable harm should the Court not grant the Debtors’ request to

25

include the Non-Medical Services Providers as Critical Vendors.

26

176.

The Debtors require use of various IT Services Providers who provide information

27

technology services, including, but not limited to, those who provide services such as diagnostic

28

technology, interoperability between devices, risk management and software services, revenue
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cycle management billing software and services, teleradiology services, customer relationship

2

management, networking solutions services, multi-function copiers, voice over internet protocol

3

system services, hosting services for applications, and point of care data management system

4

services. Critical patient care systems such as electronic health record systems and enterprise

5

resource planning systems must be maintained to ensure continuity and Patient care. I believe

6

these information technology services are vital to the Debtors’ day-to-day operations, in particular

7

with regard to Patient care, and the Debtor will suffer immediate irreparable harm should the

8

Court not grant the Debtors’ request to include the IT Services Providers as Critical Vendors.

9
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177.

The Debtors require certain Benefits Providers because the Debtors have

10

incentivized their employees to continue working through the continuation of company-

11

subsidized benefits, such as workers compensation, medical, dental, vision, short term and long

12

term care, leave of absence, and life insurance. If the Debtors are not permitted to pay any

13

prepetition premium amounts due to these Benefits Providers, the employees’ insurance coverage

14

will be jeopardized and the employees will likely seek employment elsewhere. Specifically, I

15

believe any disruption to payment of the employee benefits in the ordinary course (and in the

16

Debtors’ discretion), would adversely affect the Debtors’ goals in this Case because such events

17

are likely to cause some employees to terminate their employment with the Debtors, will cause all

18

employees to be distracted from their duties to care for the patients and the operations of the

19

hospitals, and will inevitably hurt employee morale at a particularly sensitive time for all

20

employees, resulting in severe repercussions on the Debtors’ ability to provide Patient care, and

21

to preserve their assets and administer the Estates, to the detriment of all constituencies. Since the

22

Debtors do not have the ability to quickly or cost-effectively replace their employees who provide

23

vital medical and non-medical services on a daily basis, it is critical that the Debtors be allowed

24

to continue these benefits in order to retain their employees and maintain their business

25

operations to preserve the full value of their assets for the benefit of their creditors. Therefore, the

26

Court should include Benefits Providers as Critical Vendors.

27
28

178.

I, along with the Debtors, am mindful of the Debtors’ fiduciary obligations to seek

to preserve and maximize the value of their Bankruptcy Estate. To that end, the Debtors and their
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1

advisors have engaged in an intense process of reviewing and analyzing the Debtors’ books and

2

records, consulting operations management and purchasing personnel, reviewing contracts and

3

supply agreements, and analyzing applicable laws, regulations, and historical practices to identify

4

business relationships―which, if lost, could materially harm the Debtors’ patients, the Debtors’

5

businesses, reduce their enterprise value, and/or impair their restructuring process―all in an

6

effort to identify only those most critical vendors using their business judgment (the “Protocol”).

7

Such Protocol is on-going; however, the amounts proposed to be paid to the Critical Vendors are

8

already provided for in the Debtors’ operating budget submitted in connection with the Debtors’

9

Cash Collateral Motion.

10

179.

Indeed, during the Protocol process, the Debtors and I have deemed certain

11

vendors as critical because each of these Critical Vendors meets the following criteria: (a) the

12

vendor is essential to patient care, supports maintaining the Debtors’ business in full compliance

13

with California’s Title XII requirements for operating general acute care hospitals in the state of

14

California, and allows the Debtors to maintain their business postpetition until reorganization

15

and/or sale of the Debtors’ assets for the benefit of creditors; (b) the vendor is indispensable for

16

providing vital goods or services, replacing said vendor would be prohibitively expensive, or said

17

vendor is otherwise critical to prevent the diversion of management and key personnel to solicit

18

other vendors to provide comparable goods or services and to prevent other unnecessary

19

distraction during the extensive transitional period; (c) the vendor holds an unpaid prepetition

20

claim for the provision of goods or services; (d) the vendor will refuse to deliver goods or provide

21

services without payment of the prepetition claim and the automatic stay imposed by section

22

362(a) will be inadequate to address the issue; (e) cash on delivery is unlikely to provide the

23

requisite incentive for the vendor to continue providing goods or services; (f) the Debtors lack a

24

long-term contractual relationship with the vendor that would oblige the vendor to continue the

25

prepetition relationship, and the Debtors are otherwise without adequate leverage to compel

26

performance on commercially reasonable terms; and (g) the Debtors will suffer immediate and

27

irreparable harm if the vendor is not specially incentivized to continue providing goods or

28

services. The Debtors will use commercially reasonable efforts to require the vendor to sign a
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6
7

Proposed Attorneys for the Chapter 11 Debtors and
Debtors In Possession

8
UNITED STATES BANKRUPTCY COURT
9
DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
10
11
12
13
14

In re

Lead Case No. 2:18-bk-20151-ER

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,

(Proposed To Be) jointly administered with:
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________;
Case No. 18-_________; Case No. 18-__________

Debtors and Debtors In Possession.
 Affects All Debtors

15
16
17
18
19
20
21
22
23
24
25

 Affects Verity Health System of
California, Inc.
 Affects O’Connor
 Affects Saint Louise Regional Hospital
 Affects St. Francis Medical Center
 Affects St. Vincent Medical Center
 Affects Seton Medical Center
 Affects O’Connor Hospital Foundation
 Affects Saint Louise Regional Hospital
Foundation
 Affects St. Francis Medical Center of
Lynwood Foundation
 Affects St. Vincent Foundation
 Affects St. Vincent Dialysis Center, Inc.
 Affects Seton Medical Center Foundation
 Affects Verity Business Services
 Affects Verity Medical Foundation
 Affects Verity Holdings, LLC
 Affects De Paul Ventures, LLC
 Affects De Paul Ventures - San Jose
Dialysis, LLC

Chapter 11 Cases
NOTICE OF ERRATA TO DECLARATIONS OF
RICHARD G. ADCOCK [DOCKET NOS. 3 AND
8]
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27
28
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1

THE HONORABLE ERNEST M. ROBLES, UNITED STATES BANKRUPTCY JUDGE

2

FOR THE CENTRAL DISTRICT OF CALIFORNIA, AND ALL PARTIES ENTITLED

3

TO NOTICE:

4

PLEASE TAKE NOTICE that Verity Health System of California, Inc. (“VHS”) hereby

5

corrects the amount of the liabilities set forth in the declarations of Richard G. Adcock [Docket

6

No. 3, at 7, lines 23-24 and Docket No. 8, at 21, lines 19-20], which inadvertently included a

7

comma instead of a period. VHS and the above-captioned affiliated debtors’ consolidated

8

unaudited financial statements reflect total liabilities of approximately $1.278 billion.

DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

9
10

Dated: August 31, 2018

11
12

DENTONS US LLP
SAMUEL R. MAIZEL
JOHN A. MOE, II
TANIA M. MOYRON
By

13
14

/s/Tania M. Moyron
Tania M. Moyron

Proposed Attorneys for the Chapter 11 Debtors
and Debtors In Possession

15
16
17
18
19
20
21
22
23
24
25
26
27
28
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Title 11, California Code of Regulations, § 999.5(d)(1)(B)

A complete copy of all proposed written agreements or contracts to be entered into by the
applicant and the transferee that relate to or effectuate any part of the proposed transaction
1. Attached to this Section 999.5(d)(1)(B) as Exhibit 1, is a copy of the Asset Purchase
Agreement, including copies of the draft Bill of Sale, draft Real Estate Assignment and
Assumption Agreement, draft Quitclaim Deed, and draft Assumption Agreement, as well
as all other exhibits, schedules, and attachments.
2. Attached to this Section 999.5(d)(1)(B) as Exhibit 2, is a copy of the Order Granting
Debtors’ Motion To Approve Terms And Conditions Of A Private Sale Of Certain Of The
Debtors’ Assets Related To Seton Medical Center to AHMC Healthcare Inc. (“Sale Order”)
[Docket No. 4634].
3. Attached to this Section 999.5(d)(1)(B) as Exhibit 3, is a copy of the Debtors’ Notice of
Motion And Motion To Approve Terms And Conditions Of A Private Sale Of Certain Of
The Debtors’ Assets Related To Seton Medical Center To AHMC Healthcare Inc.;
Memorandum Of Points And Authorities And Declarations In Support Thereof [Docket No.
4360].

4827-4558-8919v.7 0115205-000006

Title 11, California Code of Regulations,§ 999.5(d)(l)(B)
Exhibit 1

ASSET PURCHASE AGREEMENT
By and Among
Verity Health System of California, Inc., Verity Holdings, LLC,
Seton Medical Center
and
AHMC Healthcare Inc.

Dated March 30, 2020
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ASSET PURCHASE AGREEMENT
This Asset Purchase Agreement (the “Agreement”) is made and entered into as of the 30th
day of March, 2020 (the “Signing Date”) by and among Verity Health System of California, Inc.,
a California nonprofit public benefit corporation (“Verity”), Verity Holdings, LLC, a California
limited liability company (“Verity Holdings”), and Seton Medical Center, a California nonprofit
public benefit corporation (“Seton” or “Hospital Seller”) (Verity, Verity Holdings, and Seton are
each referred to herein individually as a “Seller” and collectively as the “Sellers”), and AHMC
Healthcare Inc., a California corporation, or its designated affiliates or assignees (“Purchaser”).
R E C I T A L S:
A.
Seton engages in the business of the operation of two general acute care hospitals
under a single license, consisting of: (i) the hospital known as Seton Medical Center, located at
1900 Sullivan Avenue, Daly City, CA 94015, including the hospital pharmacy, laboratory and
emergency department as well as through the medical office buildings and clinics owned or
operated by Sellers (collectively, the “Seton Hospital Facilities”) and (ii) the hospital known as
Seton Medical Center Coastside, located at 600 Marine Blvd, Moss Beach, CA 94038, including
the hospital pharmacy, laboratory and emergency department as well as through the medical office
buildings and clinics owned or operated by Sellers (collectively, the “Seton Coastside Hospital
Facilities”, and together with the Seton Hospital Facilities, the “Hospital” or the “Seton Medical
Center Facilities”; the business of the operation of the Seton Medical Center Facilities and related
assets is referred to herein as the “Business”).
B.
Purchaser desires to purchase from Sellers, and Sellers desire to sell to Purchaser,
the Seton Medical Center Facilities’ assets described in Section 1.7 below (the “Assets”) owned
by Sellers, for the consideration and upon the terms and conditions contained in this Agreement.
C.
Sellers filed voluntary petitions for relief under Chapter 11 of Title 11 of the United
States Code (the “Bankruptcy Code”) with the United States Bankruptcy Court for the Central
District of California, Los Angeles Division (the “Bankruptcy Court”), lead Case No. 2:18-bk201510ER, jointly administered or to be jointly administered with their affiliates (the
“Bankruptcy Cases”).
D.
The parties intend to effectuate the transactions contemplated by this Agreement
through a sale of the Assets approved by the Bankruptcy Court pursuant to Sections 105, 363 and
365 of Title 11 of the Bankruptcy Code.
NOW, THEREFORE, in consideration of the foregoing premises and the mutual promises
and covenants contained in this Agreement, and for their mutual reliance and incorporating into
this Agreement the above recitals, the parties hereto agree as follows:
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ARTICLE 1
SALE AND TRANSFER OF ASSETS;
CONSIDERATION; CLOSING
1.1

Purchase Price.

(a)
Subject to the terms and conditions of this Agreement, the purchase price
(“Purchase Price”) shall consist of the following:
(i)
Cash payment to Sellers (the “Cash Consideration”) of Forty
Million Dollars ($40,000,000.00); and
(ii)
An amount equal to the Cure Costs (defined below) associated with
outstanding liabilities of Sellers under any Assigned Leases and/or
Assigned Contracts (the “Cure Pool”).
(b)
Purchaser (i) is acquiring the Assets; (ii) is not assuming any liabilities of
Sellers; and (iii) is agreeing to be responsible for the Transferred Obligations (as defined below).
(c)
At the Closing, Purchaser shall pay to Sellers, by wire transfer of
immediately available funds to the accounts specified by Sellers to Purchaser in writing, an
aggregate amount equal to the Cash Consideration, plus the Cure Pool, minus the Deposit
(defined below) and the amount of PTO to be credited to Hired Employees pursuant to Section
5.3(b).
1.2
Deposit. Purchaser, by wire transfer to an account designated by Sellers shall make
a good faith deposit in an amount equal to twenty percent (20%) of the Cash Consideration within
two (2) business days after the Signing Date (the “Deposit”). The Deposit shall be non-refundable
in all events, except as provided in Section 6.1(b) or Section 6.2, or in the event Purchaser has
terminated this Agreement pursuant to Section 9.1 (other than Section 9.1(b)) or as set forth in
Section 9.2, in which case Sellers shall immediately return the Deposit to Purchaser with all
interest earned thereon. Upon Closing, the Deposit will be credited against the Purchase Price.
Pending the Closing, or until this Agreement is terminated, the Deposit shall be deposited in an
interest bearing account, with interest credited to Purchaser, at a federally-insured financial
institution mutually acceptable to Purchaser and Sellers.
1.3
Closing Date. The consummation of the transactions contemplated by this
Agreement (the “Closing”) shall take place at 10:00 a.m. local time at the offices of Dentons US
LLP, 601 South Figueroa St., Suite 2500, Los Angeles, CA 90017-5704 (the day on which Closing
actually occurs, the “Closing Date”) promptly but no later than five (5) business days following
the satisfaction or waiver of the conditions set forth in ARTICLE 7 and ARTICLE 8, other than
those conditions that by their nature are to be satisfied at Closing but subject to fulfillment or
waiver of those conditions. The Closing shall be deemed to occur and to be effective as of 11:59
p.m. Pacific time on the Closing Date (the “Effective Time”). Purchaser and Sellers agree that
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because the change of ownership and regulatory approval process may take an extended period of
time, at the Effective Time, the Assets (less any Assets constituting drugs or pharmacy assets) will
be sold to Purchaser and immediately leased back to Sellers (substantially in the form of the
Leaseback Agreement attached hereto as Exhibit 1.3(a), the “Leaseback Agreement”), with a
concurrent management arrangement (substantially in the form of the Interim Management
Agreement attached hereto as Exhibit 1.3(b), the “IMA”). On the effective date that Purchaser
obtains a general acute care hospital license from the California Department of Public Health
(“CDPH”) and a hospital pharmacy permit from the California State Board of Pharmacy (“BOP”)
(i) the Leaseback Agreement and IMA will terminate and (ii) the drugs and pharmacy assets will
be transferred to Purchaser (without payment of any additional Purchase Price) (the “Licensure
Date”). For the avoidance of any doubt, the Licensure Date shall be the date the Purchaser’s
hospital license and pharmacy permit are effective, even if they are not actually issued until some
time later. The Licensure Date may be determined based on oral assurances and/or temporary
permits issued by CDPH and the BOP.
1.4
Items to be Delivered by Sellers at Closing. At or before the Closing, Sellers shall
deliver, or cause to be delivered, to Purchaser the following:
1.4.1 a Bill of Sale substantially in the form of Exhibit 1.4.1 attached hereto (the
“Bill of Sale”), duly executed by each Seller, with respect to the Assets;
1.4.2 Real Estate Assignment Agreements (the “Real Estate Assignments”) in
the form of Exhibit 1.4.2 attached hereto with respect to (i) the Leased Real Property, and (ii) the
Tenant Leases, each duly executed by each Seller;
1.4.3 Quitclaim Deeds in the form of Exhibit 1.4.3 attached hereto with respect
to the real property listed in Schedule 1.4.3, together with all plant, buildings, structures,
installments, improvements, fixtures, betterments, additions and constructions in progress situated
thereon (collectively, the “Owned Real Property”) as well as with respect to the Purchased Verity
Holdings Assets (as defined below) duly executed by each Seller, as appropriate;
1.4.4 an Assigned Contract Transfer Agreement (the “Transfer Agreement”) in
the form of Exhibit 1.4.4 attached hereto with respect to the Transferred Obligations duly executed
by each Seller;
1.4.5 favorable original certificates of good standing, of each Seller, issued by the
State of California, dated no earlier than a date which is fifteen (15) calendar days prior to the
Closing Date;
1.4.6 a duly executed certificate of an officer of each Seller certifying to
Purchaser: (i) the incumbency of the officers of such Seller on the Signing Date and on the Closing
Date and bearing the authentic signatures of all such officers who shall execute this Agreement
and any additional documents contemplated by this Agreement, and (ii) the due adoption and text
of the resolutions or consents of the Board of Directors of such Seller authorizing: (I) the transfer
of the Assets and transfer of the Transferred Obligations by such Seller to Purchaser, and (II) the
due execution, delivery and performance of this Agreement and all additional documents
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contemplated by this Agreement, and that such resolutions have not been amended or rescinded
and remain in full force and effect on the Closing Date;
1.4.7

a certified copy of the Sale Order (as defined below);

1.4.8 a Transition Services Agreement (the “Transition Services Agreement”)
in form and substance satisfactory to Sellers and Purchaser, in their reasonable discretion, granting
to Sellers use of certain assets, systems and personnel identified in such agreement solely in
connection with Sellers’ wind-down of the Business, the completion of the Bankruptcy Cases and
the dissolution of Sellers (and following completion of such wind-down, Bankruptcy Cases and
dissolution of Sellers, such Transition Services Agreement shall automatically terminate);
1.4.9

the Indemnity Escrow Agreement (as defined in Section 4.8);

1.4.10 evidence of payment of all Cure Costs;
1.4.11 Evidence of insurance coverage for Sellers as described in Section 4.10;and
1.4.12 any such other instruments, certificates, consents or other documents which
Purchaser and Sellers mutually deem reasonably necessary to carry out the transactions
contemplated by this Agreement and to comply with the terms hereof.
1.5
Items to be Delivered by Purchaser at Closing. At or before the Closing, Purchaser
shall deliver or cause to be delivered to Sellers the following:
1.5.1 payment of the Cash Consideration, plus the Cure Pool, minus the Deposit
(defined below) and the amount of PTO to be credited to Hired Employees pursuant to Section
5.3(b), subject to credits or plus payment to Sellers of all amounts as provided under Section 1.6;
1.5.2 a duly executed certificate of the Secretary of Purchaser certifying to
Sellers: (a) the incumbency of the officers of Purchaser on the Signing Date and on the Closing
Date and bearing the authentic signatures of all such officers who shall execute this Agreement
and any additional documents contemplated by this Agreement, and (b) the due adoption and text
of the resolutions of the Board of Directors of Purchaser authorizing the execution, delivery and
performance of this Agreement and all additional documents contemplated by this Agreement, and
that such resolutions have not been amended or rescinded and remain in full force and effect on
the Closing Date;
1.5.3 favorable original certificate of good standing, of Purchaser, issued by the
California Secretary of State dated no earlier than a date which is fifteen (15) calendar days prior
to the Closing Date;
1.5.4

the Bill of Sale, duly executed by Purchaser;

1.5.5

the Real Estate Assignment(s), duly executed by Purchaser;

1.5.6

the Transfer Agreement, duly executed by Purchaser;
4

US_Active\114503813\V-2

1.5.7

the Indemnity Escrow Agreement;

1.5.8

the Transition Services Agreement; and

1.5.9 any such other instruments, certificates, consents or other documents which
Purchaser and Sellers mutually deem reasonably necessary to carry out the transactions
contemplated by this Agreement and to comply with the terms hereof.
1.6
Prorations and Utilities. All items of income and expense listed below with respect
to the Assets shall be prorated in accordance with the principles and the rules for the specific items
set forth hereafter:
1.6.1 All transfer, conveyance, sales, use, stamp, similar state and local taxes
arising from the sale of the Assets hereunder shall be the responsibility of, and allocated to,
Purchaser.
1.6.2 Other than the Utility Deposits (defined below), which are governed by
Section 1.8(j), and other than with respect to Cure Costs payable by Purchaser, the following costs
and expenses shall be prorated based upon the payment period (i.e., calendar or other tax fiscal
year) to which the same are attributable: all real estate and personal property lease payments, real
estate and personal property taxes, real estate assessments, and power and utility charges
(collectively, the “Prorated Charges”) on the Assets. Each Seller shall pay its respective portion
at or prior to the Closing (or Purchaser shall receive credit for) of any unpaid Prorated Charges
attributable to periods or portions thereof occurring prior to the Effective Time, and Purchaser
shall be responsible for as a Transferred Obligation or, to the extent previously paid by any Seller,
pay to such Seller at the Closing all Prorated Charges attributable to periods or portions thereof
occurring from and after the Effective Time. In the event that as of the Closing Date the actual tax
bills for the tax year or years in question are not available and the amount of taxes to be prorated
as aforesaid cannot be ascertained, then rates, millages and assessed valuation of the previous year,
with known changes, shall be used. The parties agree that if the real estate and personal property
tax prorations are made based upon the taxes for the preceding tax period, the prorations shall be
re-prorated after the Closing. As to power and utility charges, “final readings” as of the Closing
Date shall be ordered from the utilities; the cost of obtaining such “final readings,” if any, shall be
paid by Purchaser.
1.6.3 Sellers shall be entitled to all rents and other payments under Tenant Leases
accruing for the period prior to the Effective Time (“Pre Effective Time Lease Amounts”), and
Purchaser shall be entitled to all rents and other payments under Tenant Leases accruing for the
period after the Effective Time (“Post Effective Time Lease Amounts” and together with the Pre
Effective Time Lease Amounts, the “Lease Amounts”). All Lease Amounts that are collected
prior to the Closing shall be prorated as of the Closing in accordance with the immediately
preceding sentence. All Lease Amounts that are accrued but uncollected as of the Closing
(including, without limitation, rents and other payments accrued prior to the Closing but payable
in arrears after the Closing) (collectively, the “Unpaid Amounts”) shall belong to Sellers, and
Purchaser shall, upon receipt of said rents and other payments, receive the same in trust for Sellers
and shall promptly remit any of such amounts to the applicable Seller within ten (10) days after
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Purchaser’s receipt of same. For the avoidance of doubt, all rental payments received after Closing
shall be first applied to any amounts owed to the Sellers under this Section 1.6.3.
1.6.4 If Purchaser requests that Sellers transfer electronic medical records in a
specific electronic format, then Purchaser shall reimburse, on the Closing Date, all amounts paid
or to be paid by Sellers to transfer electronic medical records to Purchaser in such electronic
format.
1.6.5 All prorations and payments to be made under the foregoing provisions
shall be agreed upon by Purchaser and Sellers prior to the Closing and shall be binding upon the
parties; provided, however, with respect to the Unpaid Amounts, in the event any proration,
apportionment or computation shall prove to be incorrect for any reason, then either the applicable
Seller or Purchaser shall be entitled to an adjustment to correct the same, provided that said party
makes written demand on the party from whom it is entitled to such adjustment within thirty (30)
calendar days after the erroneous payment or computation was made, or such later time as may be
required, in the exercise of due diligence, to obtain the necessary information for proration. This
Section 1.6 shall survive Closing.
1.7
Transfer of Assets of Sellers. On the Closing Date and subject to the terms and
conditions of this Agreement, each Seller shall sell, assign, transfer, convey and deliver to
Purchaser, free and clear of all liens, claims, interests and encumbrances other than the Permitted
Exceptions (defined below), and Purchaser shall acquire, all of each Seller’s right, title and interest
in and to only the following assets and properties, as such assets shall exist on the Closing Date,
in each case (notwithstanding anything else in this Agreement) solely to the extent used primarily
in the conduct of the Business and to the extent not included among the Excluded Assets, such
transfer being deemed to be effective at the Effective Time:
(a)
all of the tangible personal property owned by Hospital Seller, or to the
extent assignable or transferable by Hospital Seller, leased, subleased or licensed by Hospital
Seller, and used by Hospital Seller in the operation of the Hospital, including equipment,
furniture, fixtures, machinery, vehicles, office furnishings and leasehold improvements (the
“Personal Property”);
(b)
on and after the Closing Date, all of Hospital Seller’s rights, to the extent
assignable or transferable, to and all of Hospital Seller’s obligations due from and after the
Closing Date under, all Medicare and Medi-Cal provider agreements, permits, approvals,
certificates of exemption, franchises, accreditations and registrations and other governmental
licenses, permits or approvals issued to Hospital Seller for use in the operation of the Hospital
(the “Licenses”), including, without limitation, the Licenses and Medicare/Medi-Cal Provider
Agreements set forth on Schedule 1.7(b), except to the extent Purchaser elects, in its discretion,
not to take assignment of any such Licenses;
(c)
all of Sellers’ interest in and to the Owned Real Property and all of Sellers’
interest, to the extent assignable or transferable, in and to all of the following (the “Assigned
Leases”): (i) personal property leases with respect to the operation of the Hospital (including
leases for assets described in Section 1.7(i)), (ii) the real property leases for all real property
leased by Hospital Seller and set forth on Schedule 1.7(c)(ii) (the “Leased Real Property”),
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and (iii) the real property leased or subleased by Hospital Seller to a third party and set forth on
Schedule 1.7(c)(iii) (the “Tenant Leases”);
(d)
other than those contracts specified in 1.7(x), all of Hospital Seller’s
interest, to the extent assignable or transferable, in and to all contracts and agreements (including,
but not limited to, purchase orders and the State Services Agreement) with respect to the
operation of the Hospital that have been designated by Purchaser as a contract to be assumed and
assigned pursuant to Section 1.11 (the “Assigned Contracts”);
(e)

[Reserved];

(f)
to the extent assignable or transferable, all inventories of supplies, drugs,
food, janitorial and office supplies and other disposables and consumables (i) located at the
Hospital, or (ii) used in the operation of the Hospital (the “Inventory”) except as set forth in
Section 1.8(f);
(g)
other than Utility Deposits, all prepaid rentals, deposits, prepayments
(excluding prepaid insurance and Base Payments (as defined in State Services Agreement)
recieved prior to the Effective Time and prepaid taxes) and similar amounts relating to the
Assigned Contracts and/or the Assigned Leases, which were made with respect to the operation
of the Hospital (the “Prepaids”);
(h)
to the extent assignable or transferrable, all of the following that are not
proprietary to Sellers and/or owned by or proprietary to Sellers’ affiliates: operating manuals,
files and computer software with respect to the operation of the Hospital, including, without
limitation, all patient records, medical records, employee records, billing records, financial
records, equipment records, construction plans and specifications, and medical and
administrative libraries; provided, however, that any electronic medical records may be
transferred in paper or “pdf” if Sellers’ EMR system and Purchaser’s EMR system are not
interoperable;
(i)
to the extent assignable or transferrable (and if leased, to the extent the
associated lease is transferrable), including any assignment which is made effective pursuant to
the Sale Order where the consent of a third party is required pursuant to the terms of an applicable
agreement but not obtained, all systems, servers, computers, hardware, firmware, middleware,
telecom equipment, networks, data communications lines, routers, hubs, switches and all other
information technology equipment, and all associated documentation owned, leased or licensed
by Hospital Seller and used by Hospital Seller with respect to the operations of the Hospital;
(j)
all Measure B trauma funding received by Hospital Seller after the
Closing Date, regardless of the state fiscal year for which the funding is made in reference to and
regardless of the state fiscal year for which the data was derived to calculate eligibility for such
funding;
(k)
all funds received by Hospital Seller after the Closing Date under the QAF
Program and any subsequent QAF Program payment (e.g., QAF VI and QAF VII), regardless of
the state fiscal year for which the funding is made in reference to and regardless of the state fiscal
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year for which the data was derived to calculate eligibility for such funding; for purposes of this
Agreement, the “QAF Program” means the California Department of Health Care Services
Hospital Quality Assurance Fee Programs V (“QAF V”), and VI (“QAF VI”). To the extent
Hospital Seller has paid QAF fees for QAF funds that are not received until after the Closing
Date, Purchaser will reimburse the Hospital Seller for any such fees that have been paid;
(l)
all disproportionate share funds received by Hospital Seller after the
Closing Date, regardless of the state fiscal year for which the funding is made in reference to and
regardless of the state fiscal year for which the data was derived to calculate eligibility for such
funding;
(m)
other than the Excluded Settlements and Actions, all regulatory
settlements, rebates, adjustments, refunds or group appeals, including without limitation
pursuant to all cost reports filed by Sellers for payment or reimbursement from government
payment programs and other payors with respect to periods after the Signing Date;
(n)
other than the Excluded Settlements and Actions, all casualty and property
insurance proceeds arising in respect of losses occurring after the Closing Date in connection
with the ownership or operation of, or damage or destruction to, the Assets;
(o)
all transferable unclaimed property of any Person in Sellers’ possession
as of the Closing Date that relate to the Hospital, including, without limitation, property which
is subject to applicable escheat laws;
(p)
to the extent assignable or transferable by Sellers without out-of-pocket
expense to Sellers, all warranties (including warranties of any manufacturer or vendor) on or in
connection with the Assets (including the Personal Property) in favor of the Hospital or Sellers;
(q)
the right to use the names “Seton Medical Center” and “Seton Medical
Center Coastside”, including any trademarks, service marks, trademark and service mark
registrations and registration applications, trade names, trade name registrations, logos, domain
names, trade dress, copyrights, copyright registrations, website content, know-how, trade secrets
and the corporate or company names of Hospital Seller and the name of the Hospital, together
with all rights to sue and recover damages for infringement, dilution, misappropriation or other
violation or conflict associated with any of the foregoing; at the Closing, Purchaser will execute
and deliver to Sellers the Transition Services Agreement granting to Sellers an unlimited, royalty
free, irrevocable license to use any and all of the foregoing solely in connection with the winddown of the Business, the completion of the Bankruptcy Cases and the dissolution of Sellers
(and following completion of such wind-down, Bankruptcy Cases and dissolution of Sellers,
such license shall automatically terminate);
(r)

all goodwill of the Hospital evidenced by or associated with any of the

Assets;
(s)
to the extent transferable or assignable, Hospital Seller’s right or interest
in the telephone and facsimile numbers and uniform resource locaters used with respect to the
operation of the Hospital;
8
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(t)
all of Hospital Sellers’ interest in and to, from and after the Licensure
Date, to Hospital Seller’s Medicare and Medi-Cal provider agreements and lockbox account(s)
identified on Schedule 1.7(t), with the submission and payment of claims to be made in
accordance with the provisions of Section 3.4 of the IMA;
(u)
with respect to Verity Holdings, the real property assets represented by
the assessor’s parcel numbers (APN’s) listed in Schedule 1.7(u) hereof, together with all plant,
buildings, structures, installments, improvements, fixtures, betterments, additions and
constructions in progress situated thereon (the “Purchased Verity Holdings Assets”);
(v)
except for the Excluded Assets, to the extent assignable or transferable,
and subject to the Permitted Exceptions, any other assets owned by Hospital Seller (which are
not otherwise specifically described above in this Section 1.7) that are used in the operation of
the Hospital;
(w)
all claims, counterclaims and causes of action of each Seller, Seller
affiliate or such Seller’s or Seller affiliate’s bankruptcy estate (including parties acting for and
on behalf of such Seller’s bankruptcy estate, including, but not limited to, the official committee
of unsecured creditors appointed in the Bankruptcy Cases), arising under or with respect to
claims and causes of action against Purchaser or any Purchaser affiliate or that relate to the Assets
or the Transferred Obligations but excluding any claims or causes of action: (i) relating to the
Excluded Assets; (ii) arising under Chapter 5 of the Bankruptcy Code; or (iii) as set forth on
Schedule 1.7(w); and
(x)
subject to Section 4.9 and the provisions of Exhibit 4.9, all of Sellers’
interest in, and all of Sellers’ obligations due under, from and after the Licensure Date, to the
extent assignable or transferable, in and to any of the Hospital’s services, participation or
provider agreements with private health plans, insurers or other third party payors (collectively,
the “Private Payor Agreements”) that have been designated by Purchaser as an Assigned
Contract pursuant to Section 1.11 (to the extent so designated, the “Transferred Private Payor
Agreements”), provided that, (i) the submission and payment of claims shall be in accordance
with the provisions of Section 3.4 of the IMA, and (ii) Private Payor Agreements shall not
include any “risk-sharing” agreements with independent physician associations;
As used herein, the term “Permitted Exceptions” means: (i) the Transferred Obligations;
(ii) liens for taxes not yet due and payable; (iii) easements, rights of way, zoning ordinances and
other similar encumbrances affecting real property; (iv) other imperfections of title or
encumbrances, if any, which are not monetary in nature and that are not, individually or in the
aggregate, material to the business of the Hospital; (v) any agreements made with any
governmental authority in order to obtain any consent or approval, including, without limitation,
in connection with the Medicare and Medi-Cal provider agreements; and (vi) other imperfections
of title or encumbrances that are expressly identified on Schedule 1.7 hereof.
1.8
Excluded Assets. Notwithstanding anything to the contrary in Section 1.7, each
Seller shall retain all interests, rights and other assets owned directly or indirectly by it (or any of
such Seller’s affiliates) which are not among the Assets, including, without limitation, the
following interests, rights and other assets of such Seller (collectively, the “Excluded Assets”):
9
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(a)

cash, cash equivalents and short-term investments;

(b)
all Seller Plans (defined below) and the assets of all Seller Plans and any
asset that would revert to the employer upon the termination of any Seller Plan, including,
without limitation, any assets representing a surplus or overfunding of any Seller Plan;
(c)
all contracts that are not Assigned Contracts and all Private Payor
Agreements that are not Transferred Private Payor Agreements;
(d)

all leases that are not Assigned Leases;

(e)
the portions of Inventory, Prepaids, and other assets disposed of,
expended or canceled, as the case may be, by such Seller after the Signing Date and prior to the
Effective Time in the ordinary course of business;
(f)

assets owned and provided by vendors of services or goods to the

Hospital;
(g)
Except for as stated in Section 1.7(j), Section 1.7(k), and Section 1.7(l),
all accounts and interest thereupon, notes and interest thereupon and other receivables of Sellers,
including, without limitation, accounts, notes or other amounts receivable, and all rights,
interests and proceeds, and claims, counterclaims and causes of action, related thereto, including
all accounts and other receivables, and Seller Cost Report settlements related thereto, in each
case arising from the rendering of services or provision of goods, products or supplies to
inpatients and outpatients at the Hospital, billed and unbilled, recorded and unrecorded, for
services, goods, products and supplies provided by Sellers prior to the Effective Time whether
payable by Medicare, Medicaid, or any other payor (including an insurance company), or any
health care provider or network (such as a health maintenance organization, preferred provider
organization or any other managed care program) or any fiscal intermediary of the foregoing,
private pay patients, private insurance or by any other source (collectively, “Accounts
Receivable”); all documents, records, correspondence, work papers and other documents
primarily relating to the Accounts Receivable; and all rights, claims and causes of action of
Sellers to the extent related to and/or to the extent arising out of the Accounts Receivable;
(h)
all of such Seller’s organizational or corporate record books, minute
books, tax returns, tax records and reports, data, files and documents, including electronic data
related thereto;
(i)
except as set forth in Section 1.7(w) and 1.8(g), all claims, counterclaims
and causes of action of such Seller or such Seller’s bankruptcy estate (including parties acting
for or on behalf of such Seller’s bankruptcy estate, including, but not limited to, the official
committee of unsecured creditors appointed in the Bankruptcy Cases), including, without
limitation, rights of recovery or set-off of every kind and character against third parties, causes
of action arising out of any claims and causes of action under chapter 5 of the Bankruptcy Code
and any related claims, counterclaims and causes of action under applicable non-bankruptcy law,
and any rights to challenge liens asserted against property of such Seller’s bankruptcy estate,
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including, but not limited to, liens attaching to the Purchase Price paid to such Seller, and the
proceeds from any of the foregoing;
(j)
other than insurance proceeds described in Section 1.7(n), all insurance
policies and contracts and coverages obtained by such Seller or listing such Seller as insured
party, a beneficiary or loss payee, including prepaid insurance premiums, and all rights to
insurance proceeds under any of the foregoing, and all subrogation proceeds related to any
insurance benefits arising from or relating to Assets prior to the Closing Date;
(k)
all deposits made with any entity that provides utilities to the Hospital (the
“Utility Deposits”);
(l)
all rents, deposits, prepayments, and similar amounts relating to any
contract or lease that is not an Assigned Contract or Assigned Lease;
(m)
all non-transferrable unclaimed property of any third party as of the
Effective Time, including, without limitation, property which is subject to applicable escheat
laws;
(n)

all other bank accounts of such Sellers not listed on Schedule 1.7(t);

(o)
all writings and other items that are protected from discovery by the
attorney-client privilege, the attorney work product doctrine or any other cognizable privilege or
protection;
(p)
the rights of such Seller to receive mail and other communications with
respect to Excluded Assets or Excluded Liabilities;
(q)

all director and officer insurance;

(r)

all tax refunds and tax assets of such Seller;

(s)
all documents, records, operating manuals and film pertaining to the
Hospital that the parties agree that such Seller is required by law to retain;
(t)
all patient records and medical records which are not required by law to
be maintained by such Seller as of the Effective Time;
(u)
all documents, records, correspondence, work papers and other patient
records that may not be transferred under applicable law, and any other documents, records, or
correspondence (including with respect to any employees) that may not be transferred under
applicable law;
(v)
Excluded Asset;

any rights or documents relating to any Excluded Liability or other

(w)
any rights or remedies provided to such Seller under this Agreement and
each other document executed in connection with the Closing;
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(x)
any: (i) personnel files for employees of such Seller who are not hired by
Purchaser; (ii) other books and records that such Seller is required by Law to retain; provided,
however, that except as prohibited by Law and subject to Article 5, Purchaser shall have the right
to make copies of any portions of such retained books and records that relate to the business of
the Hospital as conducted before the Closing or that relate to any of the Assets; (iii) documents
which such Seller is not permitted to transfer pursuant to any contractual obligation owed to any
third party; (iv) documents primarily related to any Excluded Assets; and (v) documents
necessary to prepare tax returns (Purchaser shall be entitled to a copy of such documents). With
respect to documents necessary to prepare cost reports, Purchaser shall receive the original
document and such Seller shall be entitled to retain a copy of such documents for any period
ending on or prior to the Closing Date;
(y)
all deposits or other prepaid charges and expenses paid in connection with
or relating to any other Excluded Assets;
(z)
all pre-Closing settlements or settlements pursuant to adversary
proceedings in the Bankruptcy Cases, including, without limitation, any proceedings identified
in Section 1.8(i) (together with the items identified in Section 1.8(i), the “Excluded Settlements
and Actions”);
(aa) for the avoidance of doubt, all QAF IV and QAF V payments actually
received prior to the Closing Date;
(bb) all assets of Verity Holdings other than the Purchased Verity Holdings
Assets and all assets of any of the tenants located in the leased premises of the purchased Verity
Holdings properties;
(cc) any rights or remedies, including deposits, against any individual or entity
arising pursuant to (including in connection with Sellers’ termination of) or relating to that
certain Asset Purchase Agreement dated January 8, 2019 between, inter alia, Sellers and
Strategic Global Management, Inc.;
(dd) any and all rights and entitlements of Sellers in respect of that certain
Settlement Agreement, executed as of April 29, 2019, by and between, on the one hand, Premier,
Inc., Premier Services, LLC (“Premier GP”), Premier Healthcare Alliance, L.P. (“Premier
LP”), Premier Healthcare Solutions, Inc. (“PHSI”) and each of Premier, Inc.’s other subsidiaries
(collectively and including Premier GP, Premier LP and PHSI, “Premier”), and on the other
hand, Verity Health System of California, Inc., formerly known as Daughters of Charity Health
System (“VHS”), as approved by the Bankruptcy Court by order entered on May 29, 2019
[Docket No. 2461], including but not limited to the right to convert and exchange partnership
interests arising under that certain Amended and Restated Limited Partnership Agreement,
effective as of October 1, 2013, as amended, by and among Premier LP, Premier GP and the
limited partners of Premier LP party thereto (including VHS);
(ee) any and all rights and entitlements of Sellers in respect of the
compensations under that certain Services Agreement by and between the California Department
of Public Health (the “State”), on the one hand, and on the other hand, Verity Healthcare System
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of California, Inc., (“Verity”) and Seton Medical Center, a California nonprofit public benefit
corporation as approved by the Bankruptcy Court on March 20, 2020 [Docket No. 4315] (the
“State Services Agreement”), as it may be amended, received or due on account of services
provided prior to Effective Time;
(ff)
any COVID-19 grants or related governmental awards or supplemental
payments received, allocable to, or on account of the delivery of individual patient care services
performed prior to the Effective Time. (All other COVID-19 grants or related government
awards shall be the property of Purchaser.); and
(gg)

any assets identified in Schedule 1.8(gg).

1.9
Transferred Obligations. Purchaser is not assuming any liabilities of Sellers.
Instead, on and after the Closing Date, Purchaser shall be responsible for and agrees to discharge,
perform and satisfy fully, on and after the Effective Time, the following liabilities and obligations
and only the following liabilities and obligations (collectively, the “Transferred Obligations”):
(a)
the Assigned Contracts and all obligations under the Assigned Contracts
but solely to the extent related to periods after the Effective Time;
(b)
the Assigned Leases and all obligations under the Assigned Leases but
solely to the extent related to periods after the Effective Time;
(c)
all liabilities and obligations arising out of or relating to any act, omission,
event or occurrence connected with the use, ownership or operation by Purchaser of the Hospital
or any of the Assets on or after the Effective Time;
(d)
accrued payroll and related expenses with respect to Hired Employees
arising on or following the Effective Time;
(e)
all liabilities and obligations related to the Hired Employees arising on or
following the Effective Time;
(f)
all unpaid real and personal property taxes, if any, that are attributable to
the Assets after the Effective Time, subject to the prorations provided in Section 1.6;
(g)
all liabilities and obligations relating to utilities being furnished to the
Assets, subject to the prorations provided in Section 1.6;
(h)
any documentary, sales and transfer tax liabilities incurred as a result of
the consummation of the transaction contemplated by this Agreement;
(i)

all liabilities or obligations provided for in Section 5.3;

(j)
on and after the Closing Date, any obligations Purchaser may desire or
need to undertake in order to have the Certifications/Licenses/Permits identified on Schedule
1.7(b) reissued to Purchaser, as well as any obligations associated with Hospital Seller’s
Medicare and Medi-Cal provider agreements, but subject to the satisfaction of the condition
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precedent set forth in Section 8.6, and any Medi-Cal liabilities or obligations needed to support
ongoing Hospital Quality Assurance Fee Program payments; and
(k)

any other obligations and liabilities identified in Schedule 1.9(k).

1.10 Excluded Liabilities. Purchaser shall have those duties, obligations and liabilities
set forth in this Agreement, the IMA, the Leaseback Agreement, the Transition Services
Agreement, the Bill of Sale, the Transfer Agreement and the Real Estate Assignment(s) and shall
be responsible for the Transferred Obligations. However, Purchaser shall not assume or become
responsible for any liabilities of any Seller (the “Excluded Liabilities”), and each Seller shall
remain fully and solely responsible for all of such Seller’s debts, liabilities, contract obligations,
expenses, obligations and claims of any nature whatsoever related to the Assets or the Hospital
other than the Transferred Obligations.
1.11

Designation of Assigned Contracts and Assigned Leases.

(a)
Except as provided in Section 1.11(b), all contracts and leases will be
subject to evaluation by Purchaser for assumption or rejection (collectively “Evaluated
Contracts”). Not later than thirty (30) days prior to Closing (i) Purchaser shall notify each Seller
in writing of which Evaluated Contracts are to be assumed by such Seller and assigned to
Purchaser, and (ii) Purchaser shall notify each Seller in writing signed and dated by Purchaser
of which Evaluated Contracts are to be rejected by such Seller (collectively, the “Rejected
Contracts”); provided, that Purchaser shall have the right to designate additional Evaluated
Contracts for assumption up to fourteen (14) days prior to Closing and Sellers shall have the
absolute right to remove any Evaluated Contract from the list of Assigned Contracts in order to
preserve avoidance claims. Each Seller shall file such motions in the Bankruptcy Court and take
such other actions as are reasonably necessary to ensure that final and non-appealable orders are
entered: (x) assuming and assigning the respective Assigned Contracts or Assigned Leases
applicable to such Seller to Purchaser, and (y) rejecting the Rejected Contracts. With respect to
each Assigned Lease, the applicable Seller shall execute and deliver to Purchaser an Assignment
of Lease. Notwithstanding anything to the contrary set forth in this Agreement, the Rejected
Contracts shall constitute part of the Excluded Assets pursuant to, and as defined in, this
Agreement.
(b)
At Closing and pursuant to an order of the Bankruptcy Court and any
applicable authority, including, but not limited to, section 365 of the Bankruptcy Code, each
Seller will assume and immediately assign to Purchaser the leases of such Seller for Leased Real
Property and the Tenant Leases.
(c)
Notwithstanding the foregoing, except for those contracts set forth in
Schedule 1.11(c) and subject to Section 4.9 (the “Required Assigned Contracts”), Purchaser’s
obligation to consummate the transactions contemplated by this Agreement are not contingent
upon the assumption, assignment or rejection of any contract or lease, or on the amount of any
payment or other performance needed to cure any default thereunder.
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1.12

Disclaimer of Warranties; Release.

(a)
THE ASSETS TRANSFERRED TO PURCHASER WILL BE SOLD BY
SELLERS AND PURCHASED BY PURCHASER IN THEIR PHYSICAL CONDITION AT
THE EFFECTIVE TIME, “AS IS, WHERE IS AND WITH ALL FAULTS AND
NONCOMPLIANCE WITH LAWS” WITH NO WARRANTIES, INCLUDING, WITHOUT
LIMITATION, THE WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A
PARTICULAR PURPOSE, SUITABILITY, USAGE, WORKMANSHIP, QUALITY,
PHYSICAL CONDITION, OR VALUE, AND ANY AND ALL SUCH OTHER
REPRESENTATIONS AND WARRANTIES ARE HEREBY EXPRESSLY DISCLAIMED,
AND WITH RESPECT TO THE LEASED REAL PROPERTY WITH NO WARRANTY OF
HABITABILITY OR FITNESS FOR HABITATION, INCLUDING, WITHOUT
LIMITATION, THE LAND, THE BUILDINGS AND THE IMPROVEMENTS. ALL OF THE
PROPERTIES, ASSETS, RIGHTS, LICENSES, PERMITS, PRIVILEGES, LIABILITIES,
AND OBLIGATIONS OF SELLERS INCLUDED IN THE ASSETS AND THE
TRANSFERRED OBLIGATIONS ARE BEING ACQUIRED “AS IS, WHERE IS” ON THE
CLOSING DATE AND IN THEIR PRESENT CONDITION, WITH ALL FAULTS. ALL OF
THE TANGIBLE ASSETS SHALL BE FURTHER SUBJECT TO NORMAL WEAR AND
TEAR AND NORMAL AND CUSTOMARY USE OF THE INVENTORY AND SUPPLIES
IN THE ORDINARY COURSE OF BUSINESS UP TO THE EFFECTIVE TIME.
(b)
Purchaser acknowledges that Purchaser has examined, reviewed and
inspected all matters which in Purchaser’s judgment bear upon the Assets, the Sellers, the
Hospital, the business of the Hospital and their value and suitability for Purchaser’s purposes
and is relying solely on Purchaser’s own examination, review and inspection of the Assets and
Transferred Obligations. Purchaser releases each Seller and its affiliates from all responsibility
and liability regarding the condition, valuation, salability or utility of the business of the Hospital
or the Assets, or their suitability for any purpose whatsoever. Purchaser further acknowledges
that the representations and warranties of Sellers contained in ARTICLE 2 of this Agreement are
the sole and exclusive representations and warranties made by Sellers to Purchaser (including
with respect to the Hospital, the Assets and the Transferred Obligations) and shall expire, and be
of no further force or effect after the date which is twelve (12) months from the Closing Date,
except that the Sale Order Date Representations shall expire, and be of no further force or effect
upon the Sale Order Date, and in each case Sellers shall not have any liability in respect of any
breach thereof following such expiration.
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ARTICLE 2
REPRESENTATIONS AND WARRANTIES OF SELLERS
Each Seller hereby represents, warrants and covenants to Purchaser, severally (and not
jointly) with respect to such Seller that the following matters are true and correct as of the Signing
Date, except as would not have a material adverse effect upon the Assets, taken as a whole (a
“Material Adverse Effect”) and except as disclosed in the disclosure schedule, as may be
amended pursuant to the terms of this Agreement (the “Disclosure Schedule”), provided that the
representations and warranties set forth in Sections 2.1 (Authorization), 2.2 (Binding Agreement),
2.3 (Organization and Good Standing; No Violation), 2.8 (Compliance with Legal Requirements),
2.9 (Required Consents), 2.11 (Title), 2.14 (Legal Proceedings), and 2.22 (Bankruptcy
Proceedings) (the “Sale Order Date Representations”) shall also be made as of immediately
prior to the entry of the Sale Order (the “Sale Order Date”):
2.1
Authorization. Such Seller has all necessary corporate power and authority to enter
into this Agreement and, subject to Bankruptcy Court approval, to carry out the transactions
contemplated hereby.
2.2
Binding Agreement. This Agreement has been duly and validly executed and
delivered by such Seller and, assuming due and valid execution by Purchaser, this Agreement
constitutes a valid and binding obligation of such Seller enforceable in accordance with its terms
subject to (a) applicable bankruptcy, reorganization, insolvency, moratorium and other laws
affecting creditors’ rights generally from time to time in effect, and (b) limitations on the
enforcement of equitable remedies. Except for such corporate actions which have been taken on
or before the date hereof, no other corporate action on the part of Sellers is necessary to authorize
the execution, delivery and performance of this Agreement and the transactions contemplated
hereby and thereby.
2.3

Organization and Good Standing; No Violation.

(a)
Such Seller is an entity duly organized, validly existing and in good
standing under the laws of the State of California. Such Seller has all necessary power and
authority to own, operate and lease its properties and to carry on its businesses as now conducted.
(b)
Neither the execution and delivery by such Seller of this Agreement nor
the consummation of the transactions contemplated hereby by such Seller nor compliance with
any of the material provisions hereof by such Seller, will violate, conflict with or result in a
breach of any material provision of such Seller’s articles of incorporation or bylaws or any other
organizational documents of such Seller.
2.4
Contracts. Except as set forth in Schedule 2.4, upon entry of the Sale Order and
Purchaser’s payment of the Cure Costs, to Seller’s knowledge, Seller is not in material breach or
default of the Assigned Contracts or Assigned Leases except to the extent of defaults that will be
cured in connection with assumption pursuant to Section 365 of the Bankruptcy Code, and no act
or omission by the appropriate Seller has accrued or failed to occur which, with the giving of
notice, the lapse of time or both would constitute a default under the Assigned Contracts or
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Assigned Leases except to the extent of defaults that will be cured in connection with assumption
pursuant to Section 365 of the Bankruptcy Code. No provision of this Section 2.4 shall apply to
any failure to obtain consents to the assignment of the Assigned Contracts and Assigned Leases
from third parties to the Assigned Contracts and Assigned Leases for which consent is required to
assign the Assigned Contracts and Assigned Leases to Purchaser (the “Contract and Lease
Consents”).
2.5
Brokers and Finders. Except as set forth on Schedule 2.5, neither such Seller nor
any affiliate thereof, nor any officer or director thereof, have engaged or incurred any liability to
any finder, broker or agent in connection with the transactions contemplated hereunder.
2.6
Seller Knowledge. References in this Agreement to “Sellers’ knowledge” or “the
knowledge of Sellers” means the actual knowledge of the Chief Executive Officer or Chief
Financial Officer of the applicable Seller, without independent research. No constructive or
imputed knowledge shall be attributed to any such individual by virtue of any position held,
relationship to any other Person or for any other reason.
2.7
Non-Contravention. Neither the execution and delivery by Sellers of this
Agreement and each Ancillary Agreement nor performance of any of the material provisions
hereof by Sellers, will violate, conflict with or result in a breach of any material provisions of the
articles of incorporation or bylaws of Sellers.
2.8
Compliance with Legal Requirements. Except as set forth in Schedule 2.8, to the
knowledge of Sellers: each Seller, with respect to the operation of the Hospital, is in material
compliance with all applicable laws, statutes, ordinances, orders, rules, regulations, policies,
guidelines, licenses, certificates, judgments or decrees of all judicial or governmental authorities
(federal, state, local, foreign or otherwise) (collectively, “Legal Requirements”). Except as set
forth in Schedule 2.8, to the knowledge of Sellers, none of the Sellers, with respect to the operation
of the Hospital, has been charged in writing with or been given written notice of or is under
investigation with respect to, any material violation of, or any obligation to take material remedial
action under, any applicable Legal Requirements.
2.9
Required Consents. Except as set forth in Schedule 2.9, and other than in
connection with any Licenses, any provider agreements (including any such agreements with a
governmental authority) and the CA AG (defined below), Sellers are not a party to or bound by,
nor are any of the Assets subject to, any mortgage, or any material lien, deed of trust, material
lease, or material contract or any material order, judgment or decree which, after giving effect to
the Sale Order: (a) will require the consent of any third party to the execution of this Agreement,
or (b) will require the consent of any third party to consummate the transactions contemplated by
this Agreement.
2.10

Environmental Matters.

(a)
Sellers have provided Purchaser with the Phase I Environmental Site
Assessments set forth in said Schedule 2.10(a).
(b)
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Except as disclosed in Schedule 2.10(b), to the knowledge of Sellers, the
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operations of the Hospital are not in material violation of any applicable limitations, restrictions,
conditions, standards, prohibitions, requirements and obligations of Environmental Laws and
related orders of any court or any other governmental authority.

(c)
For the purposes of this Section, the term “Environmental Laws” shall
mean all state, federal or local laws, ordinances, codes or regulations relating to Hazardous
Substances or to the protection of the environment, including, without limitation, laws and
regulations relating to the storage, treatment and disposal of medical and biological waste. For
purposes of this Agreement, the term “Hazardous Substances” shall mean (i) any hazardous or
toxic waste, substance, or material defined as such in (or for the purposes of) any Environmental
Laws, (ii) asbestos-containing material, (iii) medical and biological waste, (iv) polychlorinated
biphenyls, (v) petroleum products, including gasoline, fuel oil, crude oil and other various
constituents of such products, and (vi) any other chemicals, materials or substances, exposure to
which is prohibited, limited or regulated by any Environmental Laws.
2.11 Title. Within five (5) days after the Signing Date, Sellers shall have delivered at
their own expense: (i) for all the Real Property preliminary title reports issued by Chicago Title
(the “Title Commitments”), (ii) for all of the Real Property all underlying title documents listed
on the Title Commitments (the “Underlying Title Documents”), and (iii) for the Hospital an asbuilt ALTA Survey (the “Survey”, and collectively with the Title Commitment and the Underlying
Title Documents, the “Title Documents”).
2.12

Certain Other Representations with Respect to the Hospital.

(a)
Except as set forth in Schedule 2.12, all Licenses which are material and
necessary to the operation of the Hospital by Sellers are valid and in good standing and Sellers are
in compliance with the terms and conditions of all such Licenses in all material respects. Except
as set forth in Schedule 2.12, as of the Closing Date Sellers will have any and all material Licenses
required under Legal Requirements to conduct the Hospital as presently conducted by Sellers. To
the knowledge of Sellers, no loss or expiration of any License is pending or threatened.
Hospital Seller is certified for participation in the Medicare, Medi-Cal and
(b)
TRICARE programs and any other federal or state health care reimbursement programs in which
it participates, and has current and valid provider agreements with each such program.
Sellers have not been excluded from Medicare, Medi-Cal or any federal or
(c)
state health care reimbursement program, and, to the knowledge of Sellers, there is no pending or
threatened exclusion action by a governmental authority against Sellers.
2.13

Financial Statements.

Schedule 2.13(a) hereto contains the following financial statements (the
(a)
“Historical Financial Statements”): (i) the Sellers audited financial statement with consolidating
statement of operations and consolidating balance sheets of Sellers for the years ended 2016 and
2017; (ii) the unaudited consolidating statement of operations and consolidating balance sheet of
Sellers as of June 30, 2018; (iii) the Sellers’ unaudited monthly operating report and four month
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consolidating statement of operations and consolidating balance sheet for the period ending
December 31, 2018 [ECF Docket No.1453]; (iv) the Sellers’ unaudited monthly operating report
and sixteen (16) month consolidating statement of operations and consolidating balance sheet for
the period ending of December 31, 2019 [ECF Docket No.4038] ; and (v) the Sellers’ unaudited
monthly operating report and seventeen (17) month consolidating statement of operations and
consolidating balance sheet for the period ending January 31, 2020 [ECF Docket No. 4198]. .

(b)
The monthly operating statements and monthly consolidating balance
sheets contained in the Historical Financial Statements were prepared under the Guidelines of the
Office of the United States Trustee for Region 16 and to Seller’s knowledge present fairly the
results of the operations of the Sellers as of and for the periods covered therein. Except as set forth
on Schedule 2.13(b), the Sellers’ balance sheets contained in the Historical Financial Statements:
(i) are true, complete and correct in all material respects; and (ii) to the extent audited by an
independent certified public accounting firm, to Sellers’ knowledge, have been prepared in
accordance with generally accepted accounting principles consistently applied throughout the
periods covered, except as disclosed therein.
2.14 Legal Proceedings. Except as set forth on Schedule 2.14, and except for any and
all cases and/or pleadings filed or to be filed in the Bankruptcy Court, which shall be available
through
Sellers’
claims
and
noticing
agent’s
website
at
http://www.kcclcc.com/VERITYHEALTH/, to the knowledge of Sellers, there are no material
claims, proceedings or investigations pending or threatened with respect to the ownership of the
Assets or the operation of the Hospital by Sellers before any governmental authority. Except as set
forth on Schedule 2.14, and other than any action or proceeding brought in the Bankruptcy Court,
to the knowledge of Sellers, Sellers are not subject to any government order with respect to the
ownership or operation by Sellers of the Hospital or the other Assets or the Hospital and are in
substantial compliance with respect to each such government order.
2.15 Employee Benefits. Schedule 2.15 contains a list of: (i) each pension, profit
sharing, bonus, deferred compensation, or other retirement plan or arrangement of Sellers with
respect to the operation of the Hospital, whether oral or written, which constitutes an “employee
pension benefit plan” as defined in Section 3(2) of ERISA, (ii) each medical, health, disability,
insurance or other plan or arrangement of Sellers with respect to the operation of the Hospital,
whether oral or written, which constitutes an “employee welfare benefit plan” as defined in Section
3(1) of ERISA, and (iii) each other employee benefit or perquisite provided by Sellers with respect
to the operation of the Hospital, in which any employee of Sellers participates in his/her capacity
as such (collectively, the “Seller Plans”).
2.16 Personnel. Schedule 2.16 sets forth a complete list (as of the date set forth therein)
of names, positions and current annual salaries or wage rates and any scheduled bonus of all
employees of Seton immediately prior to the Signing Date, whether such employees are full time
employees, part-time employees, on short-term or long-term disability or on leave of absence
pursuant to Seton’s policies, the Family and Medical Leave Act of 1993 or other similar Legal
Requirements (the “Hospital Employees”) and indicating whether the Hospital Employee is fulltime or part-time. Sellers shall have the right to update to Schedule 2.16 to reflect changes in
employment status or new hires and terminations occurring after the Signing Date by providing a
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revised schedule to Purchaser no later than five (5) business days before the date scheduled for the
Closing.
2.17 Insurance. Schedule 2.17 contains a list of all material insurance maintained by
Sellers with respect to the Assets and the Business, as of the Signing Date.
2.18 Payer Contracts. To the knowledge of Sellers, and subject to Section 365 of the
Bankruptcy Code, Schedule 2.18 sets forth a complete list of all written contracts with private
third party payers including insurance companies and HMOs (“Payer Contracts”). Sellers have
provided Purchaser with a true and correct copy of all material Payer Contracts, whether or not
entered into in the ordinary course of business, or otherwise required to be disclosed on Schedule
2.18, in each case together with all amendments thereto.
2.19 Excluded Individuals. Except as set forth on Schedule 2.19, to the knowledge of
Sellers: neither Sellers, the Hospital nor any director, officer or employee of Sellers or the Hospital:
(a) was, is or is proposed to be, suspended, excluded from participation in, or sanctioned under,
any federal or state health care program (including, without limitation, Medicare and Medicaid)
(an “Excluded Individual”); (b) has been convicted of any criminal offense related to the delivery
of any medical or health care services or supplies, or related to the neglect or abuse of patients; (c)
has failed to maintain its current License to provide the services required to be provided by it to or
on behalf of Sellers and the Hospital; or (d) is unable to obtain or maintain liability insurance
consistent with commercially reasonable industry practices.
2.20 Third Party Payor Cost Reports. To Sellers’ knowledge, Sellers have duly filed all
required cost reports for the fiscal years set forth on Schedule 2.20, and copies of all such cost
reports filed by or on behalf of Sellers have been provided to Purchaser. To Sellers’ knowledge,
all such cost reports accurately reflect in all material respects the information required to be
included thereon and such cost reports do not claim, and Sellers have not, to their knowledge
received, reimbursement in any amount in excess of the amounts provided by law or any applicable
agreement. To Sellers’ knowledge, there are no facts or circumstances that would give rise to any
disallowance under such cost reports.
2.21 Recoupment Claims. To Sellers’ knowledge, except as set forth on Schedule 2.21,
and except for routine claim adjustments, denials, adjudications and reconciliations arising in the
ordinary course, there are no outstanding Seton Overpayment (as such term is defined in Exhibit
4.9) claims pending or threatened against Seton. For the avoidance of doubt, responsibility for
Seton Overpayments shall be addressed in accordance with Section 4.9 and Exhibit 4.9 of this
Agreement.
2.22 Bankruptcy Proceedings Compliance. Sellers have duly complied with all
Bankruptcy Court orders, directives, and requirements applicable with respect to giving
appropriate notice, to creditors and parties in interest, of Sellers’ request to authorize entry into
this Agreement and to complete the transactions contemplated hereby, which notices shall be
subject to Purchaser’s prior written approval, which approval shall not be unreasonably withheld.
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ARTICLE 3
REPRESENTATIONS AND WARRANTIES OF PURCHASER
As an inducement to Sellers to enter into this Agreement and to consummate the
transactions contemplated by this Agreement, Purchaser hereby represents, warrants and
covenants to Sellers as to the following matters as of the Signing Date and, except as otherwise
provided herein, shall be deemed to remake all of the following representations, warranties and
covenants as of the Closing Date:
3.1
Authorization. Purchaser has full power and authority to enter into this Agreement
and has full power and authority to perform its obligations hereunder and to carry out the
transactions contemplated hereby. No additional internal consents are required in order for
Purchaser to perform its obligations and agreements hereunder.
3.2
Binding Agreement. This Agreement has been duly and validly executed and
delivered by Purchaser and, assuming due and valid execution by Sellers, subject to entry of the
Sale Order, this Agreement constitutes a valid and binding obligation of Purchaser enforceable in
accordance with its terms subject to: (a) applicable bankruptcy, reorganization, insolvency,
moratorium and other laws affecting creditors’ rights generally from time to time in effect, and (b)
limitations on the enforcement of equitable remedies.
3.3
Organization and Good Standing. Purchaser is a corporation duly organized,
validly existing and in good standing under the laws of the State of California, is or will be duly
authorized to transact business in the State of California, and has full power and authority to own,
operate and lease its properties and to carry on its business as now conducted.
3.4
No Violation. Except as set forth in Schedule 3.4, neither the execution and
delivery by Purchaser of this Agreement nor the consummation of the transactions contemplated
hereby nor compliance with any of the material provisions hereof by Purchaser will: (a) violate,
conflict with or result in a breach of any material provision of the Articles of Incorporation, Bylaws
or other organizational documents of Purchaser or any contract, lease or other instrument by which
Purchaser is bound; (b) require any approval or consent of, or filing with, any governmental agency
or authority, (c) violate any law, rule, regulation, or ordinance to which Purchaser is or may be
subject, (d) violate any judgment, order or decree of any court or other governmental agency or
authority to which Purchaser is subject.
3.5
Brokers and Finders. Neither Purchaser nor any affiliate thereof nor any officer or
director thereof has engaged any finder or broker in connection with the transactions contemplated
hereunder.
3.6
Representations of Sellers. Purchaser acknowledges that it is purchasing the Assets
on an “AS IS, WHERE IS” basis (as more particularly described in Section 1.12), and that
Purchaser is not relying on any covenant, representation or warranty (expressed or implied, oral or
otherwise) made on behalf of any Seller other than as expressly set forth in this Agreement.
Purchaser further acknowledges that no Seller is making any representations or warranties herein
relating to the Assets or the operation of the Hospital on and after the Effective Time.
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3.7
Legal Proceedings. Except as described on Schedule 3.7, there are no claims,
proceedings or investigations pending or, to the best knowledge of Purchaser, threatened relating
to or affecting Purchaser or any affiliate of Purchaser before any court or governmental body
(whether judicial, executive or administrative) in which an adverse determination would materially
adversely affect the properties, business condition (financial or otherwise) of Purchaser or any
affiliate of Purchaser or which would adversely affect Purchaser’s ability to consummate the
transactions contemplated hereby. Neither Purchaser nor any affiliate of Purchaser is subject to
any judgment, order, decree or other governmental restriction specifically (as distinct from
generically) applicable to Purchaser or any affiliate of Purchaser which materially adversely
affects the condition (financial or otherwise), operations or business of Purchaser or any affiliate
of Purchaser or which would adversely affect Purchaser’s ability to consummate the transactions
contemplated hereby.
3.8
No Knowledge of a Seller’s Breach. Neither Purchaser nor any of its affiliates has
knowledge of any breach of any covenant, representation or warranty by any Seller or of any other
condition or circumstance that would give Purchaser a right to terminate this Agreement pursuant
to Section 9.1(c). If information comes to Purchaser’s attention on or before the Closing Date
(whether through a Seller or otherwise and whether before or after the Signing Date) which
indicates that Sellers have breached any of their covenants, representations or warranties under
this Agreement, then the effect shall be as if the covenants, representations and warranties had
been modified in this Agreement in accordance with the actual state of facts existing prior to the
Effective Time such that there will be no breach under Sellers’ covenants, representations and
warranties in relation to such information; provided, however, that Purchaser must immediately
notify Sellers if any such breach comes to its attention on or before the Closing Date, and
Purchaser’s failure to so notify Sellers shall constitute a waiver by Purchaser of Sellers’ breach, if
any, of any covenant, representation or warranty. If any such information comes to Purchaser’s
attention on or before the Closing Date (whether through a Seller or otherwise, including through
updated schedules, and whether before or after the Signing Date) that would give Purchaser a right
to terminate this Agreement pursuant to Section 9.1(c), Purchaser must immediately notify Sellers
if any such information comes to its attention on or before the Closing Date, and Purchaser’s failure
to so notify Sellers shall constitute a waiver of such right in relation to the relevant breach.
3.9
Ability to Perform. Purchaser will have at the Closing immediately available funds
in cash, which are sufficient to pay the Purchase Price and to pay any other amounts payable
pursuant to this Agreement and to consummate the transactions contemplated by this Agreement.
In furtherance of the foregoing, Purchaser has provided Seller with evidence of such available
funds in deposit accounts with recognized banking institutions and shall maintain such deposit
accounts with a balance of not less than Forty Million Dollars ($40,000,000) at all times until the
Closing.
3.10 Purchaser Knowledge. References in this Agreement to “Purchaser’s knowledge”
or “the knowledge of Purchaser” means the actual knowledge of the Chief Executive Officer, Chief
Financial Officer or Chief Operating Officer of Purchaser, without independent research. No
constructive or imputed knowledge shall be attributed to any such individual by virtue of any
position held, relationship to any other person or for any other reason.
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3.11 Investigation. Purchaser has been afforded reasonable access to, and has been
provided adequate time to review, the books, records, information, operations, facilities and
personnel of each Seller and the Hospital for purposes of conducting a due diligence investigation
of each Seller and the Hospital. Purchaser has conducted a reasonable due diligence investigation
of each Seller and the Hospital and has received satisfactory answers to all inquiries it has made
respecting each Seller and the Hospital and has received all information it considers necessary to
make an informed business evaluation of each Seller and the Hospital. In connection with its due
diligence investigation of each Seller and the Hospital, Purchaser has not relied upon any books,
records, information, operations, facilities and personnel provided by any Seller, including in
making its determination to enter into this Agreement and/or consummate the transactions
contemplated hereby. Purchaser has completed all of its due diligence of Sellers and the Hospital
and this Agreement is not subject to any further due diligence of Sellers and the Hospital by
Purchaser.
ARTICLE 4
COVENANTS OF SELLERS
4.1

Access and Information; Inspections.

4.1.1 From the Signing Date through the Effective Time: (a) each Seller shall
afford to the officers and agents of Purchaser (which shall include accountants, attorneys, bankers
and other consultants and authorized agents of Purchaser) reasonable access during normal
business hours at Sellers’ corporate headquarters in Los Angeles, California to, and the right to
inspect, the books, accounts, records and all other relevant documents and information with respect
to the assets, liabilities and business of the Hospital and the plant and property of the Hospital at
the Hospital, and (b) each Seller shall furnish Purchaser with such additional financial and
operating data and other information in such Seller’s possession as to businesses and properties of
the Hospital as Purchaser or its representatives may from time to time reasonably request;
provided, however, that Sellers are not obligated to disclose information which is proprietary to
Sellers and would not be essential to the ongoing operation of the Hospital by Purchaser; provided,
further, that all disclosures of information shall be consistent with the confidentiality agreements
and any other non-disclosure agreements entered into (or to be entered into) among Purchaser, its
representatives and Seller(s). Purchaser’s right of access and inspection shall be exercised in such
a manner as not to interfere unreasonably with the operations of any Seller or the Hospital.
4.1.2 Notwithstanding anything contained herein, no Seller shall be required to
provide Purchaser or its representatives or agents access to or disclose information where such
access or disclosure would violate the rights of its patients, jeopardize the attorney-client or similar
privilege with respect to such information or contravene any law, judgment, fiduciary duty or
contract entered into prior to or on the date of this Agreement with respect to such information.
4.2

Cooperation.

4.2.1 Each Seller shall reasonably cooperate with Purchaser and its authorized
representatives and attorneys: (a) in Purchaser’s efforts to obtain all consents, approvals,
authorizations, clearances and licenses required to carry out the transactions contemplated by this
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Agreement (including, without limitation, those of governmental and regulatory authorities) or
which Purchaser reasonably deems necessary or appropriate, (b) in the preparation of any
document or other material which may be required by any governmental agency as a predicate to
or result of the transactions contemplated in this Agreement, and (c) in Purchaser’s efforts to
effectuate the assignment of Assigned Contracts to Purchaser as of the Closing Date. Except as
may be otherwise requested by a Seller in order to comply with applicable law or regulatory
guidance, notwithstanding anything contained herein, other than Bankruptcy Court orders and
authorizations, it shall be Purchaser’s sole responsibility (including payment of any fees, expenses,
filings costs or other amounts) to obtain the Contract and Lease Consents, as well as all
governmental consents, approvals, assignments, authorizations, clearances and licenses required
to: (x) carry out the transactions contemplated by this Agreement, including but not limited to
medical licenses, and/or (y) transfer any of the Assets, including any Licenses. To the extent
Purchaser needs certain information and data which is in the possession of a Seller in order for
Purchaser to complete Purchaser’s license and permit approval applications, Purchaser shall
receive, upon request, reasonable assistance from such Seller in connection with the provision of
such information.
4.2.2 Notwithstanding any provision to the contrary contained in this Agreement
(including Section 8.6), no Seller shall be obligated to obtain the approval or consent to the
assignment, to Purchaser, of any Assigned Contracts or Assigned Leases, from any party to any of
the Assigned Contracts or Assigned Leases even if any such contract or lease states that it is not
assignable without such party’s consent.
4.2.3 From the Signing Date until the Closing, the parties agree that Sellers may
update the Disclosure Schedule as necessary upon written notice to, and with the prior written
consent of (which consent shall not be unreasonably withheld), Purchaser, and the applicable
representation and warranty shall thereafter be deemed amended for all purposes by such updated
Disclosure Schedule. Notwithstanding the foregoing, should any exhibit or schedule not be
completed and attached hereto as of the Signing Date, Sellers and Purchaser shall promptly
negotiate in good faith any such exhibit or schedule, which exhibit or schedule must be acceptable
to each of Sellers and Purchaser in their reasonable discretion prior to being attached hereto.
4.3
Other Bidders. Purchaser expressly acknowledges and agrees that each Seller has
an obligation to seek out and determine the best and highest offer reasonably available for such
Seller’s assets in accordance with the Bankruptcy Code, and nothing herein shall amend, modify,
alter, diminish or affect such obligation.
4.4
Sellers’ Efforts to Close. Each Seller shall use its reasonable commercial efforts to
satisfy all of the conditions precedent set forth in ARTICLE 7 and ARTICLE 8 to its or Purchaser’s
obligations under this Agreement to the extent that such Seller’s action or inaction can control or
materially influence the satisfaction of such conditions; provided, however, that such Seller shall
not be required to pay or commit to pay any amount to (or incur any obligation in favor of) any
person (other than filing or application fees).
4.5
Termination Cost Reports. Hospital Seller shall file all Medicare, Medi-Cal and
any other termination cost reports required to be filed as a result of the consummation of: (a) the
transfer of the Assets of Hospital Seller to Purchaser, and (b) the transactions contemplated by this
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Agreement with respect to Hospital Seller, provided that Purchaser shall fund reasonable costs and
expenses of preparation, filing and audit of such reports. Purchaser shall permit each Seller access
to all Hospital books and records to prepare such reports and shall assist such Seller in the process
of preparing, filing, and reviewing the termination cost reports. All such termination cost reports
shall be filed by Hospital Seller in a manner that is consistent with current laws, rules and
regulations. Hospital Seller shall be responsible for filing governmental cost reports for the period
of January 1, 2020 through the Licensure Date. Purchaser shall be responsible for its own cost
report filings relating to the Hospital beginning on the day immediately following the Licensure
Date.
4.6
Conduct of the Business. From the Signing Date until the Closing, or the earlier
termination of this Agreement, without the prior written consent of Purchaser, Sellers shall, with
respect to the ownership of the Assets and the operation of the Hospital, use commercially
reasonable efforts to (except as otherwise noted):
without regard to any Material Adverse Effect, carry on Sellers’ ownership
(a)
of the Assets and the operation of the Hospital consistent with past practice, but subject to the
Bankruptcy Cases and Sellers’ obligations and actions in connection therewith;

(b)
without regard to any Material Adverse Effect, maintain in effect the
insurance and equipment replacement coverage with respect to the Assets;
without regard to any Material Adverse Effect, if and as permitted by the
(c)
Bankruptcy Court, pay any bonuses payable under the Key Employee Retention Plan and Key
Employee Incentive Plan of Sellers;

(d)
without regard to any Material Adverse Effect, maintain the Assets in
materially the same condition as at present, ordinary wear and tear excepted;
(e)
without regard to any Material Adverse Effect, perform its obligations
under all contracts with respect to the Assets in compliance with the Bankruptcy Code;
(f)
following entry of the Sale Order, permit and allow reasonable access by
Purchaser and its representatives (which shall include the right to send written materials, all of
which shall be subject to Sellers’ reasonable approval prior to delivery) to make offers of postClosing employment to any of Sellers’ personnel (including access by Purchaser and its
representatives for the purpose of conducting open enrollment sessions for Purchaser’s employee
benefit plans and programs) and to establish relationships with physicians, medical staff and others
having business relations with Sellers;
(g)
with respect to material deficiencies, if any, cited by any governmental
authority (other than the Attorney General of the State of California and other than with respect to
seismic requirements) or accreditation body in the most recent surveys conducted by each, cure or
develop and timely implement a plan of correction (without regard to Material Adverse Effect)
that is reasonably acceptable to such governmental authority or such accreditation body;
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(h)
timely file or cause to be filed all material reports, notices and tax returns
required to be filed and pay all required taxes as they come due, unless such failure would not have
a Material Adverse Effect;
in accordance with the Sellers’ budget under their debtor in possession
(i)
financing, timely pay any fees that are or become due and payable under QAF IV, QAF V, and
QAF VI;
without regard to any Material Adverse Effect, comply in all material
(j)
respects with all Legal Requirements (including Environmental Laws) applicable to the conduct
and operation of the Hospital; and

(k)
without regard to any Material Adverse Effect, maintain all material
approvals, permits and environmental permits relating to the Hospital and the Assets.
4.7
Contract With Unions. Representatives of Sellers who are parties to collective
bargaining agreements and Purchaser shall meet and confer from time to time as reasonably
requested by either party to discuss strategic business options and alternative approaches in
negotiating each collective bargaining agreement. The applicable Sellers and Purchaser shall each
participate in all union negotiations related to any specific collective bargaining agreement.
Promptly following the Signing Date, applicable Sellers shall use commercially reasonable efforts
to initiate discussions with Purchaser and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. The applicable Sellers will
not unreasonably withhold, condition or delay approval or implementation of any successfully
renegotiated collective bargaining agreement. The parties recognize that an applicable Seller’s
failure to secure a modification to any collective bargaining agreement, or to conclude a successor
collective bargaining agreement shall not be a breach of Sellers’ obligation under this Agreement,
provided that if the unions refuse to negotiate, or otherwise are not timely, reasonable or realistic
in renegotiating, the collective bargaining agreements during the period between the Signing Date
and the Closing Date, Sellers and Purchaser will jointly consider, and negotiate mutually in good
faith, alternative approaches that may be available and/or necessary to reduce Sellers’ labor cost
structure, including, but not limited to, seeking to reject the collective bargaining agreement(s).
4.8
Indemnity Escrow Agreement. Purchaser and Sellers will enter into a mutually
acceptable form of indemnity escrow agreement (the “Indemnity Escrow Agreement”) providing
for an indemnity escrow fund in an amount equal to ten percent (10%) of the Cash Consideration
(the “Indemnity Escrow Fund”) pursuant to which Sellers shall indemnify, defend and hold
harmless Purchaser from and against any losses incurred or suffered by Purchaser, directly or
indirectly, as a result of or arising from: (a) any breach of any Sale Order Date Representation;
(b) nonfulfillment of any covenant, agreement or other obligation of Sellers set forth in this
Agreement or in any other related agreement or instrument; or (c) the Excluded Liabilities. Such
Indemnity Escrow Agreement shall have a term of twelve (12) months following the Closing Date
(the “Escrow Period”), with the remaining balance of escrow funds to be released to Sellers at the
end of such Escrow Period, subject to retention of funds for any pending indemnity claims.
4.9
Transferred Private Payor Agreements. As more particularly set forth in Exhibit
4.9, the parties intend that all rights and obligations under the Transferred Private Payor
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Agreements for dates of service prior to the Closing Date shall be Sellers’ responsibility and all
rights and obligations under the Transferred Private Payor Agreements for dates of service after
the Closing Date shall be Purchaser’s responsibility.
4.10 Insurance Coverage. Sellers, at their sole cost and expense, shall renew for the
policy period 3/31/20-3/31/21 and maintain professional and general liability insurance coverage
for the Seller Hospital through Verity’s captive insurance company on the same terms as provided
in Policy No. DOC PLGL-26000-019 in effect for the period 3/31/19-3/31/20, which terms include
an automatic Extended Reporting Period of thirty (30) days, and Sellers, at their sole cost and
expense, shall, together with and for the same periods as the foregoing insurance coverage,
maintain excess and umbrella coverage for professional and general liability coverage in an
amount of at least $15 million per claim and annual aggregate limits.
ARTICLE 5
COVENANTS OF PURCHASER
5.1
Purchaser’s Efforts to Close. Purchaser shall use its reasonable commercial efforts
to satisfy all of the conditions precedent set forth in ARTICLE 7 and ARTICLE 8 to its or Sellers’
obligations under this Agreement to the extent that Purchaser’s action or inaction can control or
materially influence the satisfaction of such conditions. Prior to consummation of the transactions
contemplated hereby or the termination or expiration of this Agreement, Purchaser shall be
permitted to communicate and meet with: (a) counter-parties to the agreements and contracts of
the Hospital, including those included in Transferred Obligations, regarding the terms and
conditions under which they may be assumed and assigned to Purchaser, and (b) applicable
governmental and regulatory authorities regarding prospective compliance with regulatory
requirements and related issues; so long as, in the case of each of (a) and (b): (i) such
communications and meetings do not interfere with the operation of the Business or the conduct
of the Bankruptcy Cases, and (ii) any communications or meetings with any governmental
authority are approved in advance by Sellers as to timing and content (and Sellers are copied on
such communications and afforded the opportunity to participate in such meetings).
5.2
Required Governmental Approvals. Purchaser, at its sole cost and expense: (a)
shall use its best efforts to secure, as promptly as practicable before the Closing Date, all consents,
approvals (or exemptions therefrom), authorizations, clearances and licenses required to be
obtained from governmental and regulatory authorities in order to carry out the transactions
contemplated by this Agreement and to cause all of its covenants and agreements to be performed,
satisfied and fulfilled (and provide Sellers copies of all materials relating to such consents,
approvals, authorizations, clearances and licenses upon submission and all materials received from
third parties in connection with such consents, approvals, authorizations, clearances and licenses
upon receipt), and (b) will provide such other information and communications to governmental
and regulatory authorities as any Seller or such authorities may reasonably request. Purchaser will
provide Sellers periodic and timely updates regarding all such consents, approvals, authorizations,
clearances and licenses. Purchaser is responsible for all filings with and requests to governmental
authorities necessary to enable Purchaser to operate the Hospital at and after the Closing Date,
subject to the IMA. Purchaser shall, promptly, but no later than thirty (30) business days after the
entry of the Sale Order or sooner if required by applicable governmental or regulatory authorities,
27
US_Active\114503813\V-2

file all applications, licensing packages and other similar documents with all applicable
governmental and regulatory authorities which are a prerequisite to obtaining the material licenses,
permits, authorizations and provider numbers necessary for operation of the Hospital. Purchaser
shall be entitled, but not obligated, to obtain the Contract and Lease Consents. Purchaser shall be
entitled, but not obligated, to solicit and obtain estoppel certificates from any third party to any
Leased Real Property. Purchaser’s failure to obtaining any or all of the Contract and Lease
Consents or estoppel certificates as of the Closing Date shall not be a condition precedent to either
party’s obligation to close the transactions contemplated by this Agreement. Notwithstanding the
foregoing, for the avoidance of doubt, it is acknowledged that the California Attorney General (the
“CA AG”) approval process of the proposed transaction in accordance with Section 5914 of the
California Corporations Code shall be governed exclusively by Section 5.6 and Section 8.5 of this
Agreement.
5.3

Certain Employee Matters.

(a)
Purchaser agrees to make offers of employment, effective as of the
Effective Time, to substantially all persons (whether such persons are full time employees, parttime employees, on short-term or long-term disability or on leave of absence, military leave or
workers compensation leave); provided, that such employees satisfy Purchaser’s screening and
required employment background checks and meet the customary and reasonable conditions and
qualifications for their respective positions (the “Hospital Employees”) who, immediately prior
to the Effective Time are: (i) employees of Hospital Seller; (ii) employees of any affiliate of any
Seller which employs individuals at the Hospital and are listed on Schedule 5.3; or (iii) employed
by an affiliate of any Seller and are listed on Schedule 5.3. For the avoidance of doubt, the
Hospital Employees shall not include any employees of Verity or any other affiliate of Seller
unless such individual is listed on Schedule 5.3. Any of the Hospital Employees who accept an
offer of employment with Purchaser as of or after the Effective Time shall be referred to in this
Agreement as the “Hired Employees.” All employees who are Hired Employees shall cease to
be employees of the applicable Seller or its affiliates as of the Effective Time.
(b)
Purchaser shall give all Hired Employees full credit for paid time off
(“PTO”) accruing but unused under applicable Seller’s PTO policy as of the Closing Date, with
the amount of such PTO to be credited against the Purchase Price at the Closing;
(c)
After the Closing Date, Purchaser’s human resources department will give
reasonable assistance to Hospital Seller and its affiliates with respect to such Seller’s and such
Seller’s affiliates’ post-Closing administration of such Seller’s and such Seller’s affiliates’ preClosing employee benefit plans for the Hospital Employees. Within five (5) business days after
the Closing Date, Purchaser shall provide to Hospital Seller a list of all the Hospital Employees
who were offered employment by Purchaser but refused such employment along with a list of
all Hired Employees (which such list Purchaser shall periodically update).
(d)
With respect to any collective bargaining agreements or labor contract
with respect to any employees, Purchaser shall comply with the applicable laws and bankruptcy
court orders relating to collective bargaining agreements or labor contracts. Nothing herein shall
obligate Purchaser to accept Hospital Seller’s collective bargaining agreements or labor
contracts.
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(e)
The provisions of this Section 5.3 are solely for the benefit of the parties
to this Agreement, and no employee or former employee or any other individual associated
therewith or any employee benefit plan or trustee thereof shall be regarded for any purpose as a
third party beneficiary of this Agreement, and nothing herein shall be construed as an amendment
to any employee benefit plan for any purpose.
5.4
Excluded Assets. As soon as practicable after the Closing Date, Purchaser shall
deliver to each Seller or such Seller’s designee any Excluded Assets of such Seller found at the
Hospital on and after the Effective Time, without imposing any charge on any Seller for
Purchaser’s storage or holding of same on and after the Effective Time.
5.5
Waiver of Bulk Sales Law Compliance. Purchaser hereby waives compliance by
Sellers with the requirements, if any, of Article 6 of the Uniform Commercial Code as in force in
any state in which the Assets are located and all other laws applicable to bulk sales and transfers.
5.6
Attorney General. Promptly after entry of the Sale Order, but in any event within
two (2) business days thereafter, Purchaser and Sellers shall notify the CA AG of the proposed
transaction in accordance with Section 5914 of the California Corporations Code. Purchaser and
Sellers shall use commercially reasonable efforts to file any other such filings and notices as soon
as reasonably practicable, shall provide such other information as the CA AG shall request, and
shall generally use their commercially reasonable efforts to obtain the CA AG’s approval of the
transaction. Purchaser shall provide such information and communications to the CA AG as
Sellers may reasonably request and shall otherwise cooperate with Sellers in obtaining the
Attorney General’s approval of the transaction.
5.7
Conduct Pending Closing. Prior to consummation of the transactions contemplated
hereby or the termination or expiration of this Agreement pursuant to its terms, unless Sellers shall
otherwise consent in writing, Purchaser shall not take any action or fail or omit to take any action
which would cause any of Purchaser’s representations and warranties set forth in ARTICLE 3 to
be inaccurate or untrue as of the Closing.
5.8
Cure Costs. On or about the Closing Date, Sellers (from the proceeds of the
Purchase Price) shall pay an amount equal to the Cure Costs to each counterparty to an Assigned
Contract and Assigned Lease so that each such Assigned Contract and Assigned Lease may be
assumed by the applicable Seller and assigned to Purchaser in accordance with the provisions of
section 365 of the Bankruptcy Code. For purposes of this Agreement, “Cure Costs”, means all
amounts that must be paid and all obligations that otherwise must be satisfied, including pursuant
to sections 365(b)(1)(A) and (B) of the Bankruptcy Code in connection with the assumption and/or
assignment of the Assigned Contracts and Assigned Leases to Purchaser as provided herein.
5.9
Operating Covenant. Purchaser shall act in good faith and use Purchaser’s
commercially reasonable efforts to serve the medical needs of the Hospital’s service area.
5.10 Contract with Unions. Representatives of Sellers who are parties to collective
bargaining agreements and Purchaser shall meet and confer from time to time as reasonably
requested by either party to discuss strategic business options and alternative approaches in
negotiating each collective bargaining agreement. The applicable Sellers and Purchaser shall each
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participate in all union negotiations related to any specific collective bargaining agreement.
Promptly following the Signing Date, applicable Sellers shall use commercially reasonable efforts
to initiate discussions with Purchaser and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. The applicable Sellers will
not unreasonably withhold, condition or delay approval or implementation of any successfully
renegotiated collective bargaining agreement to be assigned to Purchaser. The parties recognize
that an applicable Seller’s failure to secure a modification to any collective bargaining agreement,
or to conclude a successor collective bargaining agreement shall not be a breach of Sellers’
obligation under this Agreement. In addition, Sellers may, in their discretion, seek to reject any
or all of the collective bargaining agreement(s).
5.11 Cooperation. From the Signing Date until the Closing, the parties agree that Sellers
may update the Disclosure Schedule as necessary upon written notice to, and with the prior written
consent of (which consent shall not be unreasonably withheld), Purchaser, and the applicable
representation and warranty shall thereafter be deemed amended for all purposes by such updated
Disclosure Schedule. Notwithstanding the foregoing, should any exhibit or schedule not be
completed and attached hereto as of the Signing Date, Sellers and Purchaser shall promptly
negotiate in good faith any such exhibit or schedule, which exhibit or schedule must be acceptable
to each of Sellers and Purchaser in their reasonable discretion prior to being attached hereto.
ARTICLE 6
SELLERS’ BANKRUPTCY AND BANKRUPTCY COURT APPROVAL
6.1

Bankruptcy Court Approval.

(a)
Sellers and Purchaser acknowledge that this Agreement and the sale of
the Assets and the assumption and assignment of the Assigned Contracts and Assigned Leases
are subject to Bankruptcy Court approval pursuant to sections 105(a), 363(b), 363(m), 363(f),
and 365 of the Bankruptcy Code, and that this Agreement is subject to termination in its entirety
in the event the Bankruptcy Court approves a better and higher offer for the Assets in accordance
with the Bankruptcy Code and subject to the terms stated herein.
(b)
Each Seller shall at the Sale Hearing exercise reasonable efforts to obtain
a “Sale Order”, in a form acceptable to Purchaser in its reasonable discretion, approving this
Agreement, subject to such Seller’s obligations in respect of any better and higher offer for such
Seller’s assets in accordance with the Bankruptcy Code. For purposes of this Agreement, the
term “Sale Order” shall mean an order of the Bankruptcy Court authorizing the sale of the
Assets (including the assumption and assignment of the Assigned Contracts and Assigned
Leases) to Purchaser consistent with this Agreement and in a form satisfactory to Purchaser in
its reasonable discretion pursuant to sections 105(a), 363(b), 363(m), 363(f), and 365 of the
Bankruptcy Code, which is not stayed.
(c)
Each Seller must obtain Bankruptcy Court approval of the sale
contemplated herein with a determination that Purchaser is a good faith purchaser pursuant to
section 363(m) of the Bankruptcy Code and to file such declarations and other evidence as may
be required to support a finding of good faith.
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(d)
Each Seller shall seek an order from the Bankruptcy Court retaining
jurisdiction over all matters relating to claims against such Seller as debtor and the Sale Order
solely in the Bankruptcy Court.
6.2
Appeal of Sale Order. In the event an appeal is taken or a stay pending appeal is
requested from any sale order issued by the Bankruptcy Court, Sellers shall immediately notify
Purchaser of such appeal or stay request and shall provide to Purchaser promptly a copy of the
related notice of appeal or order of stay. Sellers shall also provide Purchaser with written notice
of any motion or application filed in connection with any appeal from either of such orders. In the
event of an appeal of a sale order, Sellers shall be primarily responsible for drafting pleadings and
attending hearings as necessary to defend against the appeal; provided, however, Purchaser, at its
option, shall have the right to participate as a party in interest in such appeal. In the event a stay is
issued by any appellate court, including the United States District Court, Bankruptcy Appellate
Panel, and Circuit Court of Appeal, which prevents the sale from closing, as scheduled, Purchaser
shall have the right to terminate this Agreement if such stay is not vacated on or before 45 days
from the date the stay is issued, and Purchaser shall be entitled to the prompt return of the Deposit
and any interest earned thereon. Notwithstanding the foregoing, for the avoidance of doubt, it is
acknowledged that the provisions of Section 8.5 shall govern with respect to any Bankruptcy Court
order relating to the CA AG approval process.
ARTICLE 7
CONDITIONS PRECEDENT TO OBLIGATIONS OF SELLERS
Sellers’ obligation to sell the Assets and to close the transactions as contemplated by this
Agreement shall be subject to the satisfaction of each of the following conditions on or prior to the
Closing Date unless specifically waived in writing by Sellers in whole or in part at or prior to the
Closing:
7.1
Signing and Delivery of Instruments. Purchaser shall have executed and delivered
all documents, instruments and certificates required to be executed and delivered pursuant to the
provisions of this Agreement.
7.2
No Restraints. No temporary restraining order, preliminary or permanent
injunction or other order preventing the consummation of the transactions contemplated in this
Agreement shall have been issued by any court of competent jurisdiction or any other
governmental body and shall remain in effect on the Closing Date, and further, no governmental
entity shall have commenced any action or suit before any court of competent jurisdiction or other
governmental authority that seeks to restrain or prohibit the consummation of the transactions
contemplated hereby.
7.3
Performance of Covenants. Purchaser shall have in all respects performed or
complied with each and all of the obligations, covenants, agreements and conditions required to
be performed or complied with by it on or prior to the Closing Date.
7.4
Governmental Authorizations. Purchaser shall have obtained all material licenses,
permits and authorizations from governmental agencies or governmental bodies that are necessary
31
US_Active\114503813\V-2

or required for completion of the transactions contemplated by this Agreement, including
reasonable assurances that any material licenses, permits and authorizations not actually issued as
of the Closing will be issued following Closing (which may include oral assurances from
appropriate governmental agencies or bodies).
7.5
Attorney General Provisions. The conditions to Purchaser’s obligations to close
set forth in Section 8.5 shall have been satisfied.
7.6

Bankruptcy Court Approval. The Bankruptcy Court shall have entered the Sale

Order.
ARTICLE 8
CONDITIONS PRECEDENT TO OBLIGATIONS OF PURCHASER
Purchaser’s obligation to purchase the Assets and to close the transactions contemplated
by this Agreement shall be subject to the satisfaction of each of the following conditions on or
prior to the Closing Date unless specifically waived in writing by Purchaser in whole or in part at
or prior to the Closing.
8.1
Bankruptcy Court Approval. The Bankruptcy Court shall have entered the Sale
Order and made a finding that Purchaser is a “good faith” purchaser under section 363(m) of the
Bankruptcy Code. For the avoidance of doubt, it is acknowledged that Section 8.5 shall govern
with respect to any Bankruptcy Court order relating to the CA AG approval process.
8.2
Signing and Delivery of Instruments. Sellers shall have executed and delivered all
documents, instruments and certificates required to be executed and delivered pursuant to all of
the provisions of this Agreement.
8.3
Performance of Covenants. Sellers shall have in all material respects performed or
complied with each and all of the obligations, covenants, agreements and conditions required to
be performed or complied with by Sellers on or prior to the Closing Date, except where the failure
to so perform or comply would not have a Material Adverse Effect; provided, however, this
condition will be deemed to be satisfied unless Sellers were given written notice of such failure to
perform or comply and did not or could not cure such failure to perform or comply within fifteen
(15) business days after receipt of such notice.
8.4
No Restraints. No temporary restraining order, preliminary or permanent
injunction or other order preventing the consummation of the transactions contemplated in this
Agreement shall have been issued by any court of competent jurisdiction and shall remain in effect
on the Closing Date, and further, no governmental entity shall have commenced any action or suit
before any court of competent jurisdiction or other governmental authority that seeks to restrain or
prohibit the consummation of the transactions contemplated hereby. For the avoidance of doubt,
it is acknowledged that Section 8.5 shall govern with respect to any Bankruptcy Court order
relating to the CA AG approval process.
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8.5
Attorney General Provisions.
Purchaser recognizes that the transactions
contemplated by this Agreement may be subject to review and approval of the CA AG. Purchaser
agrees to close the transactions contemplated by this Agreement so long as any conditions imposed
by the CA AG are substantially consistent with the conditions set forth in Schedule 8.5. In the
event the CA AG imposes conditions on the transactions contemplated by this Agreement which
are not as set forth on Schedule 8.5 (the “Additional Conditions”), Sellers must file a motion
with the Bankruptcy Court seeking the entry of an order finding that the Additional Conditions are
an “interest in property” for purposes of 11 U.S.C. § 363(f), and that the Assets can be sold free
and clear of the Additional Conditions. If Sellers do not obtain such an order, from the Bankruptcy
Court or another court, within thirty (30) days of the CA AG’s imposition of conditions
inconsistent with the conditions set forth in Schedule 8.5, Purchaser shall have the right, in
Purchaser’s sole and absolute discretion, to terminate this Agreement and receive the return of its
Deposit. If Sellers obtain such an order, from the Bankruptcy Court or another court, within the
aforesaid thirty (30) period, then, so long as such order is not stayed, the condition precedent of
obtaining the CA AG’s approval shall be deemed satisfied.
8.6
Medicare and Medi-Cal Provider Agreements. Hospital Seller shall enter into a
settlement agreement with the Centers for Medicare and Medicaid Services (“CMS”) which has
the effect of allowing Hospital Seller to transfer its Medicare provider agreements in accordance
with the IMA and Leaseback Agreement and shall enter into a settlement agreement with the
California Department of Health Care Services (“DHCS”) which has the effect of allowing
Hospital Seller to transfer its Medi-Cal provider agreements in accordance with the IMA and
Leaseback Agreement, which such settlement agreements shall result in: (i) resolution of all
outstanding financial defaults under Hospital Seller’s Medicare and Medi-Cal provider
agreements, and (ii) full satisfaction, discharge, and release of any claims under the Medicare or
Medi-Cal provider agreements, whether known or unknown, that CMS or DHCS, as applicable,
has against Hospital Seller or Purchaser for monetary liability arising under the Medicare or MediCal provider agreements before the Effective Time; provided, however, that Purchaser
acknowledges that it will succeed to the quality history associated with the relevant Medicare or
Medi-Cal provider agreements assigned and shall be treated, for purposed of survey and
certification issues as if it is Hospital Seller and no change of ownership occurred.
8.7
Title Policies. Purchaser shall have received commitments for issuance as of the
Closing Date one or more ALTA title insurance policies for the Owned Real Property which are
substantially similar to those commitments referenced in Schedule 8.7, with such modifications
as are specifically referenced in Schedule 8.7.
8.8
Phase I Environmental Survey. Purchaser shall have received a Phase I
environmental survey covering the Owned Real Property which is substantially similar to the
Phase I environmental survey referenced in Schedule 8.8, and if recommended in such Phase I, a
Phase II environmental survey as so recommended.
8.9
Insurance. Sellers shall have obtained the insurance coverage to be maintained by
Sellers as provided for in Section 4.10.
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ARTICLE 9
TERMINATION
9.1

Termination. This Agreement may be terminated at any time prior to Closing:
(a)

by the mutual written consent of the parties;

(b)
by Sellers if a material breach of this Agreement has been committed by
Purchaser and such breach has not been: (i) waived in writing by Sellers, or (ii) cured by
Purchaser to the reasonable satisfaction of Sellers within fifteen (15) business days after service
by Sellers upon Purchaser of a written notice which describes the nature of such breach;
(c)
by Purchaser if a material breach of this Agreement has been committed
by Sellers and such breach has not been: (i) waived in writing by Purchaser, or (ii) cured by
Sellers to the reasonable satisfaction of Purchaser within fifteen (15) business days after service
by Purchaser upon Sellers of a written notice which describes the nature of such breach;
(d)
by Purchaser if satisfaction of any of the conditions in ARTICLE 8 has
not occurred by September 1, 2020, or becomes impossible, and Purchaser has not waived such
condition in writing (provided that the failure to satisfy any of the applicable condition or
conditions in Sections 8.1 through 8.4 inclusive has occurred by reason other than: (i) through
the failure of Purchaser to comply with its obligations under this Agreement, or (ii) Sellers’
failure to provide their closing deliveries on the Closing Date as a result of Purchaser not being
ready, willing and able to close the transaction on the Closing Date).
(e)
by Sellers if satisfaction of any of the conditions in ARTICLE 7 has not
occurred by September 1, 2020, or becomes impossible, and Sellers have not waived such
condition in writing (provided that the failure to satisfy the applicable condition or conditions
has occurred by reason other than: (i) through the failure of Sellers to comply with their
obligations under this Agreement, or (ii) Purchaser’s failure to provide its closing deliveries on
the Closing Date as a result of Sellers not being ready, willing and able to close the transaction
on the Closing Date);
(f)
by either Purchaser or Sellers if the Bankruptcy Court enters an order
dismissing the Bankruptcy Cases or fails to issue a Sales Order (as defined in Section 6.1(b))
approving this Agreement on or before August 1, 2020;
(g)
by either Purchaser or Sellers if the Closing has not occurred (other than
through the failure of any party seeking to terminate this Agreement to comply fully with its
obligations under this Agreement) on or before September 1, 2020; or
(h)
by Purchaser if a force majeure event (such as acts of God, storms, floods,
landslides, earthquakes, lightning, riots, fires, pandemics (excluding any arising from the SARSCoV-2 virus or mutations therefrom or in connection with the disease COVID-19), sabotage,
civil commotion or civil unrest, interference by civil or military authorities, acts of war (declared
or undeclared) or armed hostilities, other national or international calamity, one or more acts of
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terrorism, or failure of energy sources) shall have occurred between the Signing Date and
Closing Date, which event is reasonably likely to result in a Material Adverse Effect.
9.2
Termination Consequences. If this Agreement is terminated pursuant to
Sections 6.2 or 9.1: (a) all further obligations of the parties under this Agreement shall terminate,
provided that the provisions of ARTICLE 12, shall survive; and (b) each party shall pay only its
own costs and expenses incurred by it in connection with this Agreement; provided, in the case of
any termination based on Sections 9.1(b) or (c) the consequences of such termination shall be
determined in accordance with ARTICLE 11 hereof. In addition, if this Agreement is terminated
pursuant to Sections 6.2 or 9.1 (other than Section 9.1(b)), Seller shall immediately return the
Deposit to Purchaser with all interest earned thereon. Each party acknowledges that the
agreements contained in this Section 9.2 are an integral part of the transactions contemplated by
this Agreement, that without these agreements such party would not have entered into this
Agreement.
ARTICLE 10
POST-CLOSING MATTERS
10.1

Excluded Assets.

Subject to Section 10.2 hereof, any Excluded Asset (or proceeds thereof): (a)
pursuant to the terms of this Agreement, (b) as otherwise determined by the parties’ mutual written
agreement, or (c) absent such agreement, as determined by adjudication by the Bankruptcy Court,
which comes into the possession, custody or control of Purchaser (or its respective successors-ininterest, assigns or affiliates) shall, within five (5) business days following receipt, and at no cost
to Sellers, be transferred, assigned or conveyed by Purchaser (and its respective successors-ininterest, assigns and affiliates) to the applicable Seller. Purchaser (and its respective successorsin-interest, assigns and affiliates) shall have neither the right to offset amounts payable to any
Seller under this Section 10.1 against, nor the right to contest its obligation to transfer, assign and
convey to any Seller because of, outstanding claims, liabilities or obligations asserted by Purchaser
against any Seller. If Purchaser does not remit any monies included in the Excluded Assets (or
proceeds thereof) to the applicable Seller in accordance with the first sentence of this Section 10.1,
such withheld funds shall bear interest at the Prime Rate in effect on the calendar day upon which
such payment was required to be made to Seller (the “Excluded Asset Due Date”) plus five
percent (5%) (or the maximum rate allowed by law, whichever is less), such interest accruing on
each calendar day after the Excluded Asset Due Date until payment of the Excluded Assets and all
interest thereon is made to the applicable Seller.
10.2

Preservation and Access to Records After the Closing.

(a)
From the Licensure Date until seven (7) years after the Licensure Date or
such longer period as required by law (the “Document Retention Period”), Purchaser shall keep
and preserve all medical records (including, without limitation, electronic medical records),
patient records, medical staff records and other books and records which are among the Assets
as of the Effective Time, but excluding any records which are among the Excluded Assets.
Purchaser will afford to the representatives of Sellers, any of their affiliates, the Official
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Committee of the Unsecured Creditors of the Sellers, Sellers’ estate representative or any
liquidating trustee of the Sellers’ bankruptcy estate (“Seller Parties”), including their counsel
and accountants, full and complete access to, and copies (including, without limitation, color
laser copies) of, such records with respect to time periods prior to the Licensure Date (including,
without limitation, access to records of patients treated at the Hospital prior to the Licensure
Date) during normal business hours after the Licensure Date, to the extent reasonably needed by
any Seller Party for any lawful purpose. Purchaser acknowledges that, as a result of entering
into this Agreement and operating the Hospital, it will gain access to patient records and other
information which are subject to rules and regulations concerning confidentiality. Purchaser
shall abide by any such rules and regulations relating to the confidential information it acquires.
Purchaser shall maintain the patient and medical staff records at the Hospital in accordance with
applicable law and the requirements of relevant insurance carriers. After the expiration of the
Document Retention Period, if Purchaser intends to destroy or otherwise dispose of any of the
documents described in this Section 10.2(a), Purchaser shall provide written notice to Sellers of
Purchaser’s intention no later than forty-five (45) calendar days prior to the date of such intended
destruction or disposal. Any of the Seller Parties shall have the right, at its sole cost, to take
possession of such documents during such forty-five (45) calendar day period. If any of the
Seller Parties does not take possession of such documents during such forty-five (45) calendar
day period, Purchaser shall be free to destroy or otherwise dispose of such documentation upon
the expiration of such forty-five (45) calendar day period.
(b)
Provided that Purchaser shall not incur any out of pocket costs, Purchaser
shall give full cooperation to the Seller Parties and their insurance carriers in connection with
the administration of Sellers’ estate, including, without limitation, in connection with all claims,
actions, causes of action or audits relating to the Excluded Assets, Excluded Liabilities or preClosing operation of the Sellers or the Hospital that any Seller Party may elect to pursue, dispute
or defend, in respect of events occurring prior to the Closing Date with respect to the operation
of the Hospital, subject to the terms of the IMA. Such cooperation shall include, without
limitation, making the Hired Employees available for interviews, depositions, hearings and trials
and other assistance in connection with the administration of Sellers’ estate and such cooperation
shall also include making all of its employees available to assist in the securing and giving of
evidence and in obtaining the presence and cooperation of witnesses (all of which shall be done
without payment of any fees or expenses to Purchaser or to such employees); provided that
Purchaser shall not be required to incur any out of pocket costs in association therewith. In
addition, Sellers and their affiliates shall be entitled to remove from the Hospital originals of any
such records, but only for purposes of pending litigation involving the persons to whom such
records refer, as certified in writing prior to removal by counsel retained by Sellers or any of
their affiliates in connection with such litigation. Any records so removed from the Hospital
shall be promptly returned to Purchaser following Sellers’ or their applicable affiliate’s use of
such records.
(c)
In connection with: (i) the transition of the Hospital pursuant to the
transaction contemplated by this Agreement, (ii) Sellers’ rights to the Excluded Assets, (iii) any
claim, audit, or proceeding, including, without limitation, any tax claim, audit, or proceeding and
(iv) the Sellers’ obligations under the Excluded Liabilities, Purchaser shall after the Effective
Time give Sellers access during normal business hours to Purchaser’s books, personnel, accounts
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and records and all other relevant documents and information with respect to the assets, liabilities
and business of the Hospital as representatives of Sellers and their affiliates may from time to
time reasonably request, all in such manner as not to unreasonably interfere with the operations
of the Hospital.
(d)
Purchaser and its representatives shall be given access by Sellers during
normal business hours to the extent reasonably needed by Purchaser for business purposes to all
documents, records, correspondence, work papers and other documents retained by Sellers
pertaining to any of the Assets prior to the Effective Time (excluding confidential employee
information, privileged materials and patient records), all in such manner as to not interfere
unreasonably with Sellers. Such documents and other materials shall be, at Sellers’ option,
either: (i) copied by Sellers for Purchaser at Purchaser’s expense, or (ii) removed by Purchaser
from the premises, copied by Purchaser and promptly returned to Sellers.
(e)
Purchaser shall comply with, and be solely responsible for, all obligations
under the Standards for Privacy of Individually Identifiable Health Information (45 CFR Parts
160 and 164) promulgated pursuant to the Health Insurance Portability and Accountability Act
of 1996 with respect to the operation of the Hospital on and after the Closing Date.
(f)
Purchaser shall cooperate with Sellers, on a timely basis and as reasonably
requested by Sellers, in connection with the provision of all data of the Hospital and other
information required by Sellers for reporting to HFAP for the remainder of the quarterly period
in which the Closing has occurred.
(g)
To the maximum extent permitted by law, if any Person requests or
demands, by subpoena or otherwise, any documents relating to the Excluded Liabilities or
Excluded Assets, including without limitation, documents relating to the operations of any of the
Hospital or any of the Hospital’s committees prior to the Closing Date, subject to the IMA, prior
to any disclosure of such documents, Purchaser shall notify Sellers and shall provide Sellers with
the opportunity to object to, and otherwise coordinate with respect to, such request or demand.
(h)
Provision of Benefits of Certain Contracts. Notwithstanding anything
contained herein to the contrary, this Agreement shall not constitute an agreement to assign any
Assigned Contract or Assigned Lease, if, notwithstanding the provisions of Sections 363 and
365 of the Bankruptcy Code, an attempted assignment thereof, without the consent of the third
party thereto, would constitute a breach thereof or in any way negatively affect the rights of
Sellers or Purchaser, as the assignee of such Assigned Contract or Assigned Lease, as the case
may be, thereunder. If, notwithstanding the provisions of sections 363 and 365 of the Bankruptcy
Code, such consent or approval is required but not obtained, Sellers will cooperate with
Purchaser in any reasonable arrangement designed to both: (a) provide Purchaser with the
benefits of or under any such Assigned Contract or Assigned Lease, and (b) cause Purchaser to
bear all costs and obligations of or under any such Assigned Contract or Assigned Lease.
Further, notwithstanding anything contained in this Agreement to the contrary, this Agreement
shall not constitute an agreement to assign any Account Receivable the assignment of which is
either prohibited by law or by the terms of any contract with a payor without the consent of such
payor. Any payments received by Sellers after the Closing Date from patients, payors, clients,
customers, or others who are the obligors on Accounts Receivables transferred to Purchaser as a
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part of the Assets on the Closing Date shall be paid over to Purchaser within ten (10) business
days after receipt by Seller.
10.3 Closing of Financials. Provided that Purchaser shall not incur any out of pocket
costs, Purchaser shall cause the individual acting as the chief financial officer of the Hospital after
the Effective Time (the “Post-Effective Time CFO”) to cooperate with Sellers’ representatives in
order to complete the standardized closing of Sellers’ financial records through the Licensure Date
including, without limitation, the closing of general ledger account reconciliations (collectively,
the “Closing of Financials”). Purchaser shall cause the Post-Effective Time CFO to use his or
her good faith efforts to cooperate with Sellers’ representatives in order to complete the Closing
of Financials by no later than the date which is thirty (30) calendar days after the Licensure Date.
The Post-Effective Time CFO and other appropriate personnel shall be reasonably available to
Sellers for a period of no less than one hundred eighty (180) calendar days after the Licensure Date
to assist Sellers in the completion of Sellers’ post-Closing audit, such assistance not to interfere
unreasonably with such Post-Effective Time CFO’s other duties.
10.4 Medical Staff. To ensure continuity of care in the community, Purchaser agrees
that the Hospital’s medical staff members in good standing as of the Closing Date shall maintain
medical staff privileges at the Hospital as of the Closing Date. On and after the Closing Date, the
medical staff will be subject to the Hospital’s Medical Staff Bylaws then currently in effect,
provided that such Bylaws are in compliance with all applicable laws and regulations and contain
customary obligations.
10.5 Shared Intangible Assets. In the event and to the extent that certain intangible
Assets transferred by Sellers have been used to operate businesses of Verity or Verity Holdings or
their affiliates (“Shared Intangible Assets”) and such Shared Intangible Assets continue to be
used by Verity or Verity Holdings or their affiliates to operate such businesses after Closing, Verity
and Verity Holdings retain the rights to continue to use such Assets notwithstanding their sale to
Purchaser. Purchaser shall reasonably cooperate with Verity and Verity Holdings and their
affiliates to give effect to such rights and shall provide Verity and Verity Holdings and their
affiliates such documentation, records and information and reasonable access to such systems as
necessary for Verity and Verity Holdings and their affiliates to continue to operate such businesses;
all in such manner as not to reasonably interfere with the operations of the Hospitals; provided,
however, Purchaser shall not be required to incur any out-of-pocket costs in association therewith
unless reimbursed by Verity and Verity Holdings and their affiliates.
ARTICLE 11
DEFAULT, TAXES AND COST REPORTS
11.1 Purchaser Default. If Purchaser or any of its assignees commits any material
default under this Agreement, Sellers shall have the right to sue Purchaser and any assignees for
damages; provided, however that the amount of such damages shall never exceed Ten Million
Dollars ($10,000,000). For the avoidance of doubt, Sellers shall have no right to sue for specific
performance under this Agreement.

38
US_Active\114503813\V-2

11.2 Seller Default. If Sellers commit any material default under this Agreement,
Purchaser shall have the right to demand and receive a refund of the Deposit (if such material
default occurs prior to Closing and Purchaser terminates this Agreement pursuant to Section
9.1(c)), and Purchaser shall have the right (i) to sue for damages; provided, however, that the
amount of such damages shall never exceed Ten Million Dollars ($10,000,000), or (ii) to sue for
specific performance under this Agreement; provided, however, that in seeking specific
performance Purchaser shall request only that all parties perform their respective obligations
essentially as are set forth in this Agreement, including without limitation recognizing Purchaser’s
obligation for the Cash Consideration as set forth in Section 1.1(a)(i), without any diminution in
such amount other than for such amounts as may be credited against such Cash Consideration as
provided for in this Agreement.
11.3

Tax Matters; Allocation of Purchase Price.

(a)
After the Closing Date, the parties shall cooperate fully with each other
and shall make available to each other, as reasonably requested, all information, records or
documents relating to tax liabilities or potential tax liabilities attributable to Sellers with respect
to the operation of the Hospital for all periods prior to the Licensure Date and shall preserve all
such information, records and documents at least until the expiration of any applicable statute of
limitations or extensions thereof. The parties shall also make available to each other to the extent
reasonably required, and at the reasonable cost of the requesting party (for out-of-pocket costs
and expenses only), personnel responsible for preparing or maintaining information, records and
documents in connection with tax matters and as Sellers reasonably may request in connection
with the completion of any post-Closing audits of the Hospital.
(b)
Solely for purposes of tax reporting, Schedule 11.3 sets forth the
allocation of the Purchase Price (including any liabilities that are considered to be an increase to
the Purchase Price for United States federal income Tax purposes) among the Assets in
accordance with Section 1060 of the Code and the Treasury Regulations promulgated thereunder
(the “Allocation Schedule”). The Allocation Schedule shall be final and binding upon Sellers
and Purchaser with respect to matters relating to required tax reporting by each such party. The
parties shall refrain from taking any position that is inconsistent with the Allocation Schedule
with respect to tax reporting.
11.4

Cost Report Matters.

(a)
Consistent with Section 4.5, Sellers shall, at Purchaser’s expense, prepare
and timely file all cost reports relating to the periods ending prior to the Licensure Date or
required as a result of the consummation of the transactions described in this Agreement,
including, without limitation, those relating to Medicare, Medicaid, and other third party payors
which settle on a cost report basis (the “Seller Cost Reports”).
(b)
Upon reasonable notice and during normal business office hours,
Purchaser will cooperate reasonably with Sellers in regard to Sellers’ preparation and filing of
the Seller Cost Reports. Such cooperation shall include, at no cost to Sellers, obtaining access
to files at the Hospital and Purchaser’s provision to Sellers of data and statistics, and the
coordination with Sellers pursuant to reasonable notice of Medicare and Medicaid exit
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conferences or meetings. Sellers shall have no obligations after the Licensure Date with respect
to Seller Cost Reports except for preparation and filing thereof.
ARTICLE 12
MISCELLANEOUS PROVISIONS
12.1 Further Assurances and Cooperation. Sellers shall execute, acknowledge and
deliver to Purchaser any and all other assignments, consents, approvals, conveyances, assurances,
documents and instruments reasonably requested by Purchaser at any time and shall take any and
all other actions reasonably requested by Purchaser at any time for the purpose of more effectively
assigning, transferring, granting, conveying and confirming to Purchaser, the Assets. After
consummation of the transaction contemplated in this Agreement, the parties agree to cooperate
with each other and take such further actions as may be necessary or appropriate to effectuate,
carry out and comply with all of the terms of this Agreement, the documents referred to in this
Agreement and the transactions contemplated hereby.
12.2 Successors and Assigns. All of the terms and provisions of this Agreement shall
be binding upon and shall inure to the benefit of and be enforceable by the respective successors
and assigns of the parties hereto; provided, however, that no party hereto may assign any of its
rights or delegate any of its duties under this Agreement without the prior written consent of the
other parties which consent shall not be unreasonably withheld or delayed, except that Purchaser
may, without the prior written consent of Sellers, assign all or any portion of its rights under this
Agreement to one or more of its affiliates prior to the Closing Date (for the avoidance of doubt,
such assignment shall not relieve Purchaser of any of its obligations under this Agreement).
12.3 Governing Law; Venue. This Agreement shall be construed, performed, and
enforced in accordance with, and governed by, the laws of the State of California (without giving
effect to the principles of conflicts of laws thereof), except to the extent that the laws of such State
are superseded by the Bankruptcy Code or other applicable federal law. For so long as Sellers are
subject to the jurisdiction of the Bankruptcy Court, the parties irrevocably elect, as the sole judicial
forum for the adjudication of any matters arising under or in connection with the Agreement, and
consent to the exclusive jurisdiction of, the Bankruptcy Court. The parties hereby consent to the
jurisdiction of such court and waive their right to challenge any proceeding involving or relating
to this Agreement on the basis of lack of jurisdiction over the Person or forum non conveniens.
12.4 Amendments. This Agreement may not be amended other than by written
instrument signed by the parties hereto.
12.5 Exhibits, Schedules and Disclosure Schedule. The Disclosure Schedule and all
exhibits and schedules referred to in this Agreement shall be attached hereto and are incorporated
by reference herein. Any matter disclosed in this Agreement or in the Disclosure Schedule with
reference to any Section of this Agreement shall be deemed a disclosure in respect of all sections
to which such disclosure may apply. The headings, if any, of the individual sections of the
Disclosure Schedule are provided for convenience only and are not intended to affect the
construction or interpretation of this Agreement. The Disclosure Schedule is arranged in sections
and paragraphs corresponding to the numbered and lettered sections and paragraphs of Article III
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merely for convenience, and the disclosure of an item in one section of the Disclosure Schedule as
an exception to a particular representation or warranty shall be deemed adequately disclosed as an
exception with respect to all other representations or warranties to the extent that the relevance of
such item to such representations or warranties is reasonably apparent on the face of such
disclosure, notwithstanding the presence or absence of an appropriate section of the Disclosure
Schedule with respect to such other representations or warranties or an appropriate cross reference
thereto.
12.6 Notices. Any notice, demand or communication required, permitted, or desired to
be given hereunder shall be deemed effectively given when personally delivered, when received
by telegraphic or other electronic means (including facsimile) or overnight courier, or five (5)
calendar days after being deposited in the United States mail, with postage prepaid thereon,
certified or registered mail, return receipt requested, addressed as follows:
If to Sellers:

Verity Health System of California, Inc.
601 South Figueroa St., Suite 4050
Los Angeles, CA 90017-5704
Attention: Rich Adcock, CEO

With copies to:
Dentons US LLP
(which copies shall 601 South Figueroa St., Suite 2500
not constitute notice) Los Angeles, CA 90017-5704
Attention: Samuel R. Maizel, Esq.
Telephone: 213-892-2910
Facsimile: 213-623-9924
If to Purchaser:

AHMC Healthcare Inc.
55 S. Raymond Ave., Suite 105
Alhambra, CA 91801
Attention: Jonathan Wu
Facsimile: 626-289-8952

With copies to:
AHMC Healthcare Inc., Legal Department
(which copies shall 500 E. Main St., 5th Floor
not constitute notice) Alhambra, CA 91801
Attention: Maan-Huei Hung, Esq.
Facsimile: 626-248-3303
or at such other address as one party may designate by notice hereunder to the other parties.
12.7 Headings. The section and other headings contained in this Agreement and in the
Disclosure Schedule, exhibits and schedules to this Agreement are included for the purpose of
convenient reference only and shall not restrict, amplify, modify or otherwise affect in any way
the meaning or interpretation of this Agreement or the Disclosure Schedule, exhibits and schedules
hereto.
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12.8 Publicity. Prior to the Closing Date, Sellers and Purchaser shall consult with each
other as to the form and substance of any press release or other public disclosure materially related
to this Agreement or any other transaction contemplated hereby and each shall have the right to
review and comment on the other’s press releases prior to issuance; provided, however, that
nothing in this Section 12.8 shall be deemed to prohibit either Sellers or Purchaser from making
any disclosure that its counsel deems necessary or advisable in order to satisfy either party’s
disclosure obligations imposed by law subject to reasonable prior notice to the other party thereof.
12.9 Fair Meaning. This Agreement shall be construed according to its fair meaning and
as if prepared by all parties hereto.
12.10 Gender and Number; Construction; Affiliates. All references to the neuter gender
shall include the feminine or masculine gender and vice versa, where applicable, and all references
to the singular shall include the plural and vice versa, where applicable. Unless otherwise
expressly provided, the word “including” followed by a listing does not limit the preceding words
or terms and shall mean “including, without limitation.” Any reference in this Agreement to an
“affiliate” shall mean any Person directly or indirectly controlling, controlled by or under common
control with a second Person. The term “control” (including the terms “controlled by” and “under
common control with”) means the possession, direct or indirect, of the power to direct or cause the
direction of the management and policies of a Person, whether through the ownership of voting
securities, by contract or otherwise. A “Person” shall mean any natural person, partnership,
corporation, limited liability company, association, trust or other legal entity.
12.11 Third Party Beneficiary. None of the provisions contained in this Agreement are
intended by the parties, nor shall they be deemed, to confer any benefit on any person not a party
to this Agreement, except for the parties’ successors and permitted assigns, and except for any
liquidating trustee or plan administrator for Sellers’ estate.
12.12 Expenses and Attorneys’ Fees. Except as otherwise provided in this Agreement,
each party shall bear and pay its own costs and expenses relating to the preparation of this
Agreement and to the transactions contemplated by, or the performance of or compliance with any
condition or covenant set forth in, this Agreement, including without limitation, the disbursements
and fees of their respective attorneys, accountants, advisors, agents and other representatives,
incidental to the preparation and carrying out of this Agreement, whether or not the transactions
contemplated hereby are consummated. The parties expressly agree that all sales, transfer,
documentary transfer and similar taxes, fees, surcharges and the like in connection with the sale
of the Assets shall be borne by Purchaser. If any action is brought by any party to enforce any
provision of this Agreement, the prevailing party shall be entitled to recover its court costs and
reasonable attorneys’ fees.
12.13 Counterparts. This Agreement may be executed in any number of counterparts,
each of which shall be deemed an original, but all of which together shall constitute one and the
same Agreement, binding on all of the parties hereto. The parties agree that facsimile copies of
signatures shall be deemed originals for all purposes hereof and that a party may produce such
copies, without the need to produce original signatures, to prove the existence of this Agreement
in any proceeding brought hereunder.
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12.14 Entire Agreement. This Agreement, the Disclosure Schedule, the exhibits and
schedules, and the documents referred to in this Agreement contain the entire understanding
between the parties with respect to the transactions contemplated hereby and supersede all prior or
contemporaneous agreements, understandings, representations and statements, oral or written,
between the parties on the subject matter hereof (the “Superseded Agreements”), which
Superseded Agreements shall be of no further force or effect; provided, that notwithstanding the
foregoing, the letter Confidentiality Agreement dated December 27, 2019, between Purchaser and
Cain Brothers, a division of KeyBanc Capital Markets Inc., on behalf of Sellers and their related
entities shall not be a Superseded Agreement and shall continue in full force in effect in accordance
with its terms.
12.15 No Waiver. Any term, covenant or condition of this Agreement may be waived at
any time by the party which is entitled to the benefit thereof but only by a written notice signed by
the party expressly waiving such term or condition. The subsequent acceptance of performance
hereunder by a party shall not be deemed to be a waiver of any preceding breach by any other party
of any term, covenant or condition of this Agreement, other than the failure of such other party to
perform the particular duties so accepted, regardless of the accepting party’s knowledge of such
preceding breach at the time of acceptance of such performance. The waiver of any term, covenant
or condition shall not be construed as a waiver of any other term, covenant or condition of this
Agreement.
12.16 Severability. If any term, provision, condition or covenant of this Agreement or
the application thereof to any party or circumstance shall be held to be invalid or unenforceable to
any extent in any jurisdiction, then the remainder of this Agreement and the application of such
term, provision, condition or covenant in any other jurisdiction or to persons or circumstances
other than those as to whom or which it is held to be invalid or unenforceable, shall not be affected
thereby, and each term, provision, condition and covenant of this Agreement shall be valid and
enforceable to the fullest extent permitted by law.
12.17 Time is of the Essence. Time is of the essence for all dates and time periods set
forth in this Agreement and each performance called for in this Agreement.
[Signature Page Follows]
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EXHIBIT 1.3(a)
Leaseback Agreement
See attached

SALE LEASEBACK AGREEMENT
This Sale Leaseback Agreement (the “Leaseback Agreement”) is made and entered into
as of March 30, 2020 (the “Signing Date”), by and among Seton Medical Center, a California
nonprofit public benefit corporation (the “Corporation”) on the one hand, and AHMC Healthcare
Inc., a California corporation (“Parent Company”) and a legal entity to be formed and controlled
by Parent Company (“Hospital Newco,” and collectively with Parent Company, the “Parent
Company Parties”) on the other hand. The Corporation, Parent Company, and Hospital Newco
may be referred to herein individually as a “Party,” and collectively as the “parties.”
RECITALS
A.
On August 31, 2018, the Corporation and certain of its affiliates each filed a
voluntary petition for relief (collectively, the “Bankruptcy Cases”) under chapter 11 of title 11 of
the United State Code (the “Bankruptcy Code”).
B.
The Bankruptcy Cases are jointly administered under Lead Case No. 18-20151 and
are currently pending in the Bankruptcy Court for the Central District of California in Los Angeles
(the “Bankruptcy Court”).
C.
Parent Company, on the one hand, and the Corporation, Verity Health System of
California, Inc., a California nonprofit public benefit corporation (“Verity”), and Verity Holdings,
LLC, a California limited liability company (“Verity Holdings”, and together with Verity and the
Corporation, “Sellers”), on the other, have entered into that certain Asset Purchase Agreement,
dated of even date herewith (the “APA”), which provides for the sale of the assets of the
Corporation and related assets (collectively, the “Assets”).
D.
The Corporation operates two general acute care hospitals under a single license,
consisting of: (i) the hospital known as Seton Medical Center, located at 1900 Sullivan Avenue,
Daly City, CA 94015, including the related hospital pharmacy, laboratory and emergency
department and (ii) the hospital known as Seton Medical Center Coastside, located at 600 Marine
Blvd, Moss Beach, CA 94038, including the related hospital pharmacy, laboratory and emergency
department (collectively, the “Hospital”), and such other locations where the Hospital’s services
are provided (collectively, the “Hospital Premises”).
E.
Parent Company designated its affiliate, Hospital Newco, as the owner of the
Corporation’s Assets purchased by Parent Company under the APA (the “Designation”), and its
affiliate _________________________ (the “Manager”) as the operator of the Hospital.
F.
Pursuant to Section 1.3 of the APA, the Corporation, Parent Company, and the
Manager, are entering into that certain Interim Management Agreement (“IMA”) of even date
herewith, and commencing at the Effective Time (as defined in the APA), to enable the Manager
to manage the day-to-day operations of the Hospital following the Closing (as defined in the APA)
until the Manager is issued the Licenses (as defined in the APA) necessary to operate the Hospital
(for the avoidance of doubt, that date will occur when the Manager is issued both a license to
operate the Hospital as an acute care hospital by the California Department of Public Health, and
a permit to operate a hospital-based pharmacy by the California Board of Pharmacy (collectively,
the “New Licenses”)).
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G.
Pursuant to the APA, at the Effective Time, Parent Company will purchase the
Hospital Assets, except for the Excluded Assets (as set forth in the APA). Also pursuant to the
APA, that portion of the Assets constituting drugs, dangerous devices, pharmacy systems, or other
pharmacy assets (the “Pharmacy Assets”) shall transfer to Parent Company (or its affiliate) as of
the Licensure Date (as defined in the APA).
H.
Immediately following the Closing, and until the Manager obtains the New
Licenses, the Parent Company Parties desire to lease back or license to the Corporation all of the
then-acquired Hospital Assets used in the operation of the Hospital, and the Corporation desires to
so lease or license such Hospital Assets from the Parent Company Parties on the terms and
conditions set forth herein. The Hospital Assets shall exclude the Pharmacy Assets, which the
Corporation shall own until the New Licenses are issued.
AGREEMENT
NOW, THEREFORE, in consideration of the covenants and conditions contained herein,
and for other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties hereby agree as follows:
1.
Definitions. Any capitalized term appearing herein that is not defined shall have
the same definition ascribed to it under the IMA or the APA (as designated when such term first
appears herein).
2.

Description of The Leased or Licensed Assets.

2.1 Leased or Licensed Assets. The Parent Company Parties hereby lease or
license to the Corporation, and the Corporation leases or licenses from the Parent Company Parties,
all of the Assets used in the operation of the Hospital, except for the Pharmacy Assets, which the
Corporation shall continue to own until the Licensure Date (as defined in the APA) (collectively,
the “Leased or Licensed Assets”). Specifically, the Leased or Licensed Assets shall include: (a)
the Hospital Premises (which shall be leased); (b) tangible personal property, including, but not
limited to, fixtures, furnishings, hard copy medical and financial records and equipment (including,
but not limited to, hardware to operate and run the electronic health record systems, hospital
operating systems, laboratory information systems, and financial reporting systems) (which shall
be leased); and (c) intangible intellectual property saved or embodied in the electronic health
record systems, hospital operating systems, laboratory information systems, and financial
reporting systems (which shall be licensed for use by the Corporation).
2.2 Management of Pharmacy and Use of Pharmacy Assets.
(a)
The Corporation shall at all times during the term of this Leaseback
Agreement be the owner of the Pharmacy Assets. The parties acknowledge, however, that under
the IMA, the Manager will be managing the Corporation’s pharmacy during the Management
Period (as defined in the IMA), and the Corporation therefore grants the Manager (i) access to
and authority to use the drugs, dangerous drug delivery devices, or other tangible pharmacy
assets, and (ii) a license to use the intangible intellectual property saved or embodied in the
pharmacy systems, in each case to the extent necessary for the Manager to fulfill its obligations
under the IMA.
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(b)
Pursuant to the IMA, the Corporation shall be responsible for
purchasing drugs and dangerous devices identified by the Manager as necessary for the operations
of the Hospital, and the Manager shall reimburse the Corporation for all costs and expenses
incurred for such purchases.
3.
Term; Termination. This Leaseback Agreement shall have a term coextensive with
the Management Period (as defined in the IMA) and shall automatically terminate upon the
termination of the IMA.
4.

Payments by the Parent Company Parties.

4.1 Utilities. The Parent Company Parties shall pay all utilities and services
supplied to the Hospital during the term hereof, including but not limited to water, gas, air
conditioning, heat, light, power, telephone service, and waste removal services.
4.2 Taxes. The Parent Company Parties shall pay all taxes, assessments, and
levies of any kind or nature whatsoever, including real property taxes, personal property taxes,
income taxes, employment taxes, and sales or use taxes, that are taxed, assessed, levied, invoiced
or imposed upon or against the Leased or Licensed Assets, the Hospital, and/or the Hospital
Premises, after the Effective Time.
4.3 Insurance. The Parent Company Parties shall pay for all insurance coverages,
including premiums, deductibles, stop-loss, and any other insurance covering the Leased or
Licensed Assets, the Pharmacy Assets, the Hospital, and the Hospital Premises during the term
hereof. The Parent Company Parties covenant and agree that the Leased or Licensed Assets, the
Pharmacy Assets, the Hospital, and the Hospital Premises are covered as of the date hereof and
will be covered at all times by general liability, fire, theft, business interruption, cyber, professional
liability, directors and officers insurance, employment practices liability, terrorism, workers’
compensation & employers’ liability, directors and officers, fiduciary, crime, punitive damages
excess liability, physical damage, property liability, automobile, storage tank, helipad and nonowned aviation, sexual misconduct and molestation, medical provider professional liability, and
provider capitation stop loss (managed care excess loss) insurance. All such insurance shall name
the Parent Company Parties and the Corporation as insureds as their respective interests may
appear.
4.4 Repairs and Maintenance: Alterations. The Parent Company Parties shall pay
all costs of repairing (including replacement of) and maintaining the Leased or Licensed Assets
and Hospital and every part thereof in good and sanitary order, condition and repair during the
term hereof, reasonable wear and tear excepted, including, without limitation, all costs of all
repairs, replacements and maintenance required by any applicable governmental law, statute,
ordinance, rule or regulation, including the California Office of Statewide Health Planning and
Development (OSHPD). The Corporation shall not make any alterations or changes to the Leased
or Licensed Assets, the Hospital or the Hospital Premises without prior written approval of the
Parent Company Parties, which may be given or withheld in the Parent Company Parties’ sole
discretion.
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4.5 Payment. Nothing in this Section 4 shall in any way limit, reduce, or otherwise
affect Parent Company’s payment obligations under the IMA or the APA.
5.
Use. The Leased or Licensed Assets shall be used for the operation of the Hospital,
subject to the terms of the APA and the IMA.
6.

Risk of Loss.

6.1 The Corporation assumes no risks or liability for damage to or injury occurring
to the Leased or Licensed Assets or Hospital during the term of this Leaseback Agreement by any
means whatsoever, including fire, storm, earthquake, vandalism, strike, accident or any other
casualty (collectively, “Casualty”), and the Parent Company Parties shall have all right, title, and
interest in and to the proceeds of any insurance it obtained and paid for covering such Casualty.
6.2 If, during the term of this Leaseback Agreement, action is initiated to take the
Hospital Premises or any portion thereof by eminent domain proceedings or by deed in lieu thereof
(collectively, “Condemnation”), the Parent Company Parties, and not the Corporation, shall have
all right, title, and interest in and to the award from the Condemnation.
6.3 In the event of a Casualty or Condemnation, neither the Parent Company
Parties nor the Corporation may terminate this Leaseback Agreement.
7.
Continued Access. Following termination of this Leaseback Agreement, and until
the entry of final decrees closing the Bankruptcy Cases, the Patient Care Ombudsman, appointed
by the United States Trustee pursuant to Bankruptcy Code § 333 and approved by the Bankruptcy
Court [see Docket No. 430], shall have continuing access to the Leased or Licensed Assets and
related personnel during normal business hours and upon at least one (1) business day’s prior
written notice to the Parent Company Parties, for the purpose of winding down the Corporation’s
affairs, in connection with any litigation or adversary proceedings, and to effectuate the chapter 11
plan as approved by the Bankruptcy Court.
8.

Miscellaneous.

8.1 Further Assurances. Each of the parties hereto agrees to execute and deliver
any and all further agreements, documents or instruments necessary to effectuate this Leaseback
Agreement and the transactions referred to herein or contemplated hereby or reasonably requested
by the other Party to perfect or evidence their rights hereunder.
8.2 Notices and Demands. All notices and demands, requests, consents,
approvals, and other similar communications under this Leaseback Agreement shall be in writing
and shall be sent by personal delivery or by either (a) United States certified or registered mail,
return receipt requested, postage prepaid, or (b) Federal Express or similar generally recognized
overnight carrier regularly providing proof of delivery, addressed as follows:
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If to the Corporation:

Seton Medical Center
c/o Verity Health System of California, Inc.
601 South Figueroa Street, Suite 4050
Los Angeles, CA 90017-5704
Attention: Chief Executive Officer

With copies to:
(which copy shall
constitute notice)

not

Tania Moyron, Esq.
Dentons US LLP
601 South Figueroa St., Suite 2500
Los Angeles, CA 90017-5704

and

Hope Levy-Biehl, Esq.
Davis Wright Tremaine LLP
865 S Figueroa St,
Los Angeles, CA 90017

If to the Parent Company AHMC Healthcare Inc.
Parties:
55 S. Raymond Ave., Suite 105
Alhambra, CA 91801
Attention: Jonathan Wu
Facsimile: 626-289-8952
With copies to:
(which copies shall
constitute notice)

AHMC Healthcare Inc., Legal Department
500 E. Main St., 5th Floor
not Alhambra, CA 91801
Attention: Maan-Huei Hung, Esq.
Facsimile: 626-248-3303
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Any notice so given by mail shall be deemed to have been given as of the date of delivery (whether
accepted or refused) established by U.S. Post Office return receipt or the overnight carrier’s proof
of delivery, as the case may be, whether accepted or refused. Any such notice not so given shall
be deemed given upon receipt of the same by the Party to whom the same is to be given. Any
Party hereto may designate a different address for itself by notice to the other parties in accordance
with this Section 8.2.
8.3 Payment of Expenses. Except for the Parent Company Parties’ obligation to
be responsible for certain costs, fees, and expenses as set forth elsewhere in this Leaseback
Agreement, each Party hereto shall bear its own legal, accounting, and other expenses incurred in
connection with the preparation and negotiation of this Leaseback Agreement and the
consummation of the transactions contemplated hereby, whether or not the transaction is
consummated.
8.4 Rent. The Corporation has prepaid the sum of One Thousand Dollars
($1,000.00), the receipt of which is hereby acknowledged by the Parent Company Parties, and the
Corporation shall not be required to pay the Parent Company Parties any additional rent under this
Leaseback Agreement.
8.5 Entire Agreement; Amendment; Waiver. This Leaseback Agreement, the
IMA, and those provisions of the APA expressly identified in this Leaseback Agreement contain
the entire agreement among the parties with respect to the subject matter hereof and supersede all
prior agreements, arrangements, and understandings relating to the subject matter hereof and
thereof. There are no written or oral agreements, understandings, representations, or warranties
among the parties other than those set forth in this Leaseback Agreement, the IMA, and those
provisions of the APA expressly identified in this Leaseback Agreement. Nothing in this Leaseback
Agreement modifies or shall be construed as modifying any orders entered by the Bankruptcy
Court. This Leaseback Agreement may not be modified or amended except in writing signed by
the parties hereto. No waiver of any term, provision or condition of this Leaseback Agreement in
any one or more instances, shall be deemed to be or be construed as a further or continuing waiver
of any such term, provision or condition of this Leaseback Agreement. No failure to act shall be
construed as a waiver of any term, provision, condition or rights granted hereunder.
8.6 Assignment. Neither this Leaseback Agreement nor the rights, duties or
obligations arising hereunder shall be assignable or delegable by the Corporation or the Parent
Company Parties without the prior written consent of the other parties, which may be granted,
denied or conditioned in such Party’s absolute discretion except that the Parent Company Parties
may assign this Leaseback Agreement in connection with any permitted assignment under the IMA.
Subject to the foregoing, this Leaseback Agreement shall be binding upon, and inure to the benefit
of, the respective successors and assigns of the parties hereto.
8.7 Joint Venture; No Third Party Beneficiaries. Nothing contained herein shall
be construed as forming a joint venture or partnership among the parties hereto with respect to the
subject matter hereof. The parties hereto do not intend that any third party shall have any rights
under this Leaseback Agreement.
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8.8 Captions. The section headings contained herein are for convenience only and
shall not be considered or referred to in resolving questions of interpretation.
8.9 Governing Law. This Leaseback Agreement shall be governed by and
construed in accordance with the laws of the State of California without regard to its conflicts of
laws principles or decisions.
8.10 Jurisdiction. The parties agree that the Bankruptcy Court shall have exclusive
personal and subject matter jurisdiction over any action or proceeding with respect to any claim
arising out of or related to this Leaseback Agreement, and any of the documents or transactions
contained in or contemplated by this Leaseback Agreement; provided, however, that the parties
agree that the United States District Court for the Central District of California (together with the
Bankruptcy Court, the “Chosen Courts”) shall have exclusive jurisdiction over such claim if (i)
the Bankruptcy Cases are closed and if the Bankruptcy Cases are not reopened to adjudicate such
claim after request by the Party bringing such claim or (ii) the Bankruptcy Court determines that it
does not have jurisdiction over such claim. Solely in connection with claims arising under this
Leaseback Agreement, or any of the documents or transactions contemplated hereby, the parties (a)
irrevocably submit to the exclusive jurisdiction of the Chosen Courts, (b) waive any objection to
laying venue in any such action or proceeding in the Chosen Courts, (c) waive any objection that
the Chosen Courts are an inconvenient forum or do not have jurisdiction over any Party hereto, and
(d) agree that service of process upon such Party in any such action or proceeding shall be effective
if notice is given in accordance with Section 8.2 hereof
8.11 Conditions to Effectiveness. The parties acknowledge that this Leaseback
Agreement is subject to and contingent upon the occurrence of the Closing under the APA. This
Leaseback Agreement shall not be effective, nor shall any Party have any obligations hereunder,
unless and until the Closing under the APA has occurred.
8.12 Cooperation on Regulatory Compliance Matters. The Parent Company Parties
understand and acknowledges that the Corporation intends to comply with applicable federal and
state laws, regulations, and guidance, as well as the requirements or recommendations of any
accrediting agencies. In the event the terms of this Leaseback Agreement need to be amended or
supplemented based on guidance from or at the request or direction of a regulator made during the
term of this Leaseback Agreement, the Parent Company Parties shall cooperate with such
amendment and/or supplement to ensure the Corporation’s ability to comply with such guidance,
request, recommendation or directive.
8.13 Transition Services Agreement. Pursuant to Section 1.4.8 and Section 1.5.8
of the APA, the Sellers and Parent Company will enter into a Transition Services Agreement to
facilitate the winding down of the Sellers’ businesses, the completion of the Bankruptcy Cases, and
the dissolution of the Sellers. The parties hereto shall cooperate with each other to enable the
Corporation and the Parent Company Parties to carry out their obligations under, and give effect to
the terms of, the Transition Services Agreement.
8.14 Fair Meaning. This Leaseback Agreement shall be construed according to its
fair meaning and as if prepared by all parties hereto.
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8.15 Counterparts. This Leaseback Agreement may be executed by one or more of
the parties hereto on any number of separate counterparts (including by telecopy), and all of said
counterparts taken together shall be deemed to constitute one and the same instrument. This
Leaseback Agreement may be delivered by facsimile or electronic transmission, including by email as a PDF, and facsimile or PDF copies of executed signature pages, which shall be binding as
originals.
[Signature Page Follows.]
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EXHIBIT 1.3(b)
IMA
See attached

INTERIM MANAGEMENT AGREEMENT
This Interim Management Agreement (the “Agreement”) is made and entered into as of
March 30, 2020 (the “Signing Date”), by and among Seton Medical Center, a California nonprofit
public benefit corporation (the “Corporation”) on the one hand, and AHMC Healthcare Inc., a
California corporation (“Parent Company”), and a legal entity to be formed and controlled by
Parent Company (“Hospital Newco” or the “Manager,” and collectively with the Corporation and
Parent Company, the “parties”) on the other hand.
RECITALS
A.
On August 31, 2018, the Corporation and certain of its affiliates each filed a
voluntary petition for relief (collectively, the “Bankruptcy Cases”) under chapter 11 of title 11 of
the United State Code (the “Bankruptcy Code”).
B.
The Bankruptcy Cases are jointly administered under Lead Case No. 18-20151 and
are currently pending in the United States Bankruptcy Court for the Central District of California
Los Angeles Division (the “Bankruptcy Court”).
C.
Parent Company, as purchaser, and the Corporation and certain of its affiliates
(collectively, the “Sellers” as defined in the APA), as seller, entered into that certain Asset
Purchase Agreement, dated of even date herewith (the “APA”), which provides for the sale of
certain assets of the Sellers (collectively, the “Assets”). All terms not otherwise defined herein
shall have the meaning ascribed to them in the APA.
D.
The Corporation operates a two-campus general acute care hospital, consisting of:
(i) the hospital campus known as Seton Medical Center, located at 1900 Sullivan Avenue, Daly
City, CA 94015, including the related hospital pharmacy, laboratory and emergency department;
and (ii) the hospital campus known as Seton Medical Center Coastside, located at 600 Marine
Blvd., Moss Beach, CA 94038, including the related hospital pharmacy, laboratory and emergency
department (collectively, the “Hospital”), and such other locations where the Hospital’s licensed
services are provided (collectively, the “Hospital Premises”)
E.
Pursuant to the APA, Parent Company agreed to purchase the Assets, which include
certain assets of the Corporation (the “Corporation’s Assets”).
F.
Parent Company designated Hospital Newco as the owner of certain of the
Corporation’s Assets and as the future operator of the Hospital.
G.
Parent Company and the Manager have requested this Agreement to afford the
Manager additional time to obtain its general acute care hospital license from the California
Department of Public Health (“CDPH”), and its hospital pharmacy permit(s) from the California
Board of Pharmacy (together, the “New Licenses,” and the date on which the New Licenses are
issued is the “Licensure Date”).
H.
Pursuant to the APA, that portion of the Assets constituting drugs, dangerous
devices, pharmacy systems, or other pharmacy assets (the “Pharmacy Assets”) shall transfer to
Hospital Newco as of the Licensure Date.

US_Active\114507302\V-2

I.
The Corporation shall maintain a possessory interest in the Hospital and the
Hospital Premises, and Parent Company, or its designated nominee, and Hospital Newco on the
one hand as lessor, and the Corporation, on the other hand as lessee, are entering into that certain
Sale Leaseback Agreement of even date herewith, pursuant to which certain of the Corporation’s
Assets will be leased back to the Corporation (the “Leaseback Agreement”).
J.
Until Hospital Newco obtains the New Licenses, the Manager desires to assume the
management of the Hospital, including its pharmacy, on behalf of the Corporation, and the
Corporation desires to avail itself of such management services, upon the terms and conditions set
forth in this Agreement.
K.
The California Department of Public Health (the “State”), on the one hand, and on
the other hand, Verity Healthcare System of California, Inc., (“Verity”) and Seton Medical Center,
entered into that certain Services Agreement, as approved by the Bankruptcy Court on March 20,
2020 [Docket No. 4315] (the “State Services Agreement”),
TERMS OF AGREEMENT
NOW, THEREFORE, in consideration of the promises and the mutual covenants contained
herein, and for other good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, the parties hereby agree as follows:
1.

Term.

1.1
The term of this Agreement (the “Management Period”) shall commence as of the
Effective Time (as defined in the APA) and shall continue until the Licensure Date. The parties
acknowledge that, during the Management Period, the Corporation shall remain the licensee of the
Hospital, and in that capacity, and during such period, shall retain statutory and regulatory
authority and responsibility for the Hospital and for oversight of the Manager.
2.

Acknowledgements and Covenants.

2.1
As of the Effective Time, Parent Company or its designated nominee shall have
acquired all of the Corporation’s Assets (other than the Pharmacy Assets) as set forth in the APA,
with those assets necessary for the operation of the Hospital leased back to the Corporation
pursuant to the terms of the Leaseback Agreement during the term of this Agreement.
2.2
Pursuant to Section 1.3 of the APA, contemporaneously with the date the New
Licenses are issued and the termination of the Leaseback Agreement, ownership of the Pharmacy
Assets shall be transferred to Hospital Newco. Parent Company and the Manager acknowledge
that this Agreement and the foregoing subsequent transfer of the Pharmacy Assets are made at the
request of Parent Company and the Manager, to provide more time for the Manager to obtain its
New Licenses. As such, Parent Company acknowledges, covenants, and agrees that the total
Purchase Price (as defined in the APA) shall be paid to the Sellers under the APA as if the
Pharmacy Assets were transferred as of the Effective Time.
2.3
As of the Effective Time, the Corporation shall have ended the employment or
engagement of all employees and contractors and, to the extent they received offers of employment
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or engagement from the Manager (or its affiliates) and accepted such offers, shall have been
transferred to the Manager (or its affiliate) as employees or contractors of the Manager
(collectively, the “Hired Employees”).
2.4
During the Management Period, the Corporation will (a) assign an individual to
oversee the operation of the Hospital, subject to the terms of this Agreement, and serve as the
president of the Corporation, as required by the Centers for Medicare & Medicaid Services, CDPH,
and applicable California laws and regulations (the “Responsible Officer”), and (b) maintain
proper oversight by a board of directors.
3.

Appointment of Manager.

3.1
During the Management Period, the Corporation hereby appoints the Manager as
the sole and exclusive provider of the Services (defined below) and hereby grants to the Manager
the exclusive right to manage the Hospital under the Corporation’s Licenses (as defined in the
APA) as a general acute care hospital, including without limitation, the right to undertake those
certain management responsibilities and permitted activities described in Section 4 below. The
Manager hereby accepts such appointment for all purposes with respect to the Corporation’s rights,
duties, and responsibilities under the Licenses for the Hospital, to the fullest extent permitted by
law, and agrees, to the fullest extent permitted by law, to provide management services to the
Hospital on behalf of the Corporation (the “Services”).
3.2
The Services hereunder shall include management and operation of the Hospital’s
pharmacy on behalf of the Hospital, even though the Pharmacy Assets will not be transferred to
Hospital Newco pursuant to the APA until the Licensure Date.
3.3
Upon the Licensure Date, the Services provided to the Hospital under the
Corporation’s Licenses shall terminate and, thereafter, Hospital Newco will be operating the
Hospital as the licensee holding its own New Licenses.
3.4
During the Management Period, the Manager shall submit claims for services
rendered by the Hospital to various governmental and non-governmental entities, patients, and
other third parties pursuant to the Corporation’s provider agreements, payor contracts, and NPI
numbers as set forth in Schedule 3.4, attached hereto (collectively, the “Corporation’s Billing
Credentials”). Because all billing and collecting shall be under the Corporation’s Billing
Credentials, payments shall be made in the Corporation’s name and deposited in the Corporation’s
bank accounts. Parent Company and the Manager shall indemnify and hold Corporation harmless
for any and all costs or liabilities incurred by Corporation as a result of Manager’s use of
Corporation’s Billing Credentials or any breach of the terms and conditions of Corporation’s
Billing Credentials during the Management Period. Manager shall be responsible for any
overpayments that arise for services rendered during the Management Period. The parties
acknowledge and agree that during the Management Period, the Corporation’s bank accounts and
lockboxes shall remain under the Corporation’s name; provided except as to the Corporation’s
“AP” or other accounts at Bank of America segregated for use under the State Services Agreement,
as of the Effective Time, the Corporation will provide transfers of the Manager Compensation one
(1) business day after receipt. In addition, as of the Effective Time, Manager will be provided
electronic read-only access to the Corporation’s lockboxes and collection deposit accounts to
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review all Hospital Revenue. On and after the day that is thirty-one (31) days after the Effective
Time, Corporation will provide automatic daily sweeps of all Hospital Revenue in its lockboxes
and collection deposit accounts to Manager; Manager will then electronically transfer to
Corporation all funds that are not the Manager Compensation one (1) business day after receipt.
As soon as practicable, Manager shall have sole signing authority, provided Manager shall
demonstrate that such authority shall be acceptable to the Medicare and Medi-Cal programs and
the relevant depository institution without cost to Corporation. The Parties shall cooperate to
ensure that any and all payments or revenues arising from or relating to any Excluded Asset,
including without limitation Accounts Receivable and Census Payments under the State Services
Agreement for services rendered by the Corporation at the Hospital prior to the Effective Time,
shall be properly paid to the Corporation, with any and all payments or revenues constituting
Management Compensation under this Agreement or purchased Assets under the APA properly
paid to the Manager. Each Party shall have the right to audit by an independent and competent
auditor, at the requesting Party’s sole expense, the bank records and remittance advices of the other
Party. Thereafter, upon the findings of the auditor that there has either been an overpayment or
underpayment of funds due, the Party owing funds shall, within five (5) business days, make
payment of such funds to the Party to whom they are owed. Manager shall, as soon as practical,
set up its own bank accounts and direct payors to make deposits to such accounts immediately
following the Licensure Date.
3.5
To the extent the Corporation’s lenders continue to have liens, security interests,
charges, mortgages, or any other encumbrances whatsoever (collectively, “Encumbrances”) on
the Corporation’s bank accounts or lockboxes as of the Effective Time, the Corporation, Parent
Company, and the Manager shall work cooperatively to facilitate termination and release of such
Encumbrances.
3.6
The Corporation shall retain and, upon the Licensure Date, the Manager shall
assume, any contracts necessary for the Corporation to continue to be the holder of the Licenses
and to bill for Hospital services during the Management Period, in accordance with the APA
including all compliance obligations thereunder. Such contracts shall be as set forth in Schedule
3.6, attached hereto (the “Retained Contracts”). Parent Company hereby designates each
Retained Contract as an Assigned Contract under Section 1.11 of the APA.
4.

Management Responsibility.

4.1
During the Management Period, the Manager shall, subject to all applicable legal
and regulatory requirements and pursuant to the terms of this Agreement, only as and to the extent
required by applicable legal and regulatory requirements and pursuant to the terms of this
Agreement, the Corporation’s ultimate oversight and control, have responsibility for the
management of the Hospital, and agrees to assume and discharge all responsibilities, duties,
liabilities, payments, and obligations in connection with properly maintaining the Hospital in full
compliance with all regulations and standards required of a general acute care hospital facility so
licensed. In furtherance thereof, the Services shall include, but not be limited to, the following
duties, which duties shall be performed at the Manager’s sole cost and expense:
(a) Managing the operations of the Hospital as a general acute care hospital in
compliance with all applicable laws, regulations, provider agreements, payor contracts, CDPH
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requirements for maintenance of the Licenses in good standing, Conditions of Participation and
Payment with respect to governmental programs, and the requirements for maintenance of the
Hospital’s accreditations;
(b) Employing and managing the Hired Employees and any other non-clinical
and clinical personnel (i) necessary for the operation of the Hospital as a general acute care
hospital, or (ii) required by law and so as to meet the applicable regulatory requirements, pursuant
to all applicable labor laws and regulations, and consistent with orders of the Bankruptcy Court;
(c) Ensuring that the Corporation is able to pay itself out of the Hospital
Revenues for the costs and expenses set forth in Section 4.5(b);
(d) Maintaining and repairing, as needed, the Hospital Premises so as to ensure
material compliance with all applicable local, state, and federal law;
(e) Providing security services reasonably necessary to prevent unlawful entry
or damage to the Hospital Premises;
(f)
Affording the Responsible Officer or his or her designee access, during
normal business hours, to the Hospital Premises, the books and records at the Hospital Premises
or in Manager’s possession, the Hired Employees and any other personnel of Manager or
otherwise who are providing services associated with the operation of the Hospital, and such
other access and assistance as reasonably requested by the Responsible Officer;
(g) Upon at least one (1) business day’s prior written notice to the Manager, if
applicable, providing access, during normal business hours, to the Hospital Premises to lessors
of equipment at the Hospital Premises, if any, who have been authorized by order of the
Bankruptcy Court to remove their equipment from the Hospital Premises, provided that the
Manager shall have full power and authority to require that the removal of such equipment by
such lessors does not damage the Hospital Premises;
(h) Providing access, upon at least one (1) business day’s prior written notice,
during normal business hours and without causing any disruption to or undue burden upon the
ordinary operation of the Hospital business or the incurrence of any out-of-pocket expense by
Manager, to the Hospital, the Hospital Premises, the Hospital’s books and records, electronic
health records, financial information systems, operating systems, laboratory systems, the Hired
Employees and any other personnel of Manager or otherwise who are providing services
associated with the operation of the Hospital, to the Corporation, the Corporation’s directors,
officers and representatives, and the Corporation’s successors in interest, including, but not
limited to, any plan administrator, liquidating trustee or similar representatives appointed or
approved by the Bankruptcy Court for the purpose of winding down the Corporation’s affairs,
pursuing litigation and adversary proceedings, and to effectuate a plan of liquidation, as approved
by the Bankruptcy Court (the “Plan”);
(i)
Maintaining all licenses, permits, consents, approvals, accreditations, and
certifications currently held by the Corporation that are necessary in connection with the
operation of the Hospital and the Hospital Premises in good standing, in active status, and in
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compliance with all applicable local, state, and federal laws, including the timely payment by
Manager of all applicable fees to support or renew these approvals;
(j)
Maintaining and obtaining all insurance coverages, from and after the
Effective Time, for the Hospital that a prudent hospital operator or owner would maintain,
including directors and officers insurance for Manager with no less coverage than was maintained
for the Corporation’s directors and officers just prior to the Effective Time;
(k)
Maintaining and obtaining those insurance coverages required under the
Leaseback Agreement, for its own account, with the Corporation included as a named insured,
and paying all amounts required under the Leaseback Agreement in a timely manner, including
rent, utilities, taxes, and insurance premiums;
(l)
Opening and forwarding all mail relating to the financial or business affairs
of the Corporation to the notice address below;
(m) Periodically reporting to the Corporation (or its designee), either in person
or telephonically, the condition of the Hospital and the Hospital Premises;
(n) Coordinating with the governing board and the organized medical staff
(each, as established by the Corporation and the Sellers) on the appropriateness and quality of
medical care and all medical staff issues requiring governing board oversight;
(o) Paying all costs and expenses in connection with and incidental to
ownership of the Corporation Assets and management and operation of the Hospital hereunder,
including but not limited to, all the Hospital operating costs, employee-related costs, and taxes,
whether or not identified, described, or referenced in this Agreement;
(p) Cooperating with the Corporation in facilitating termination and release of
any Encumbrances on the Corporation’s bank accounts and lockboxes;
(q) Performing such other duties and activities as are reasonably necessary for
the Manager to fulfill its responsibilities under this Agreement and the APA; and
(r)
Providing access, upon at least one (1) business day’s prior written notice,
without causing any disruption to or undue burden upon the ordinary operation of the Hospital
business or the incurrence of any out-of-pocket expense by Manager, to the Hospital, the Hospital
Premises, the Hospital’s electronic health records, the Hired Employees and any other personnel
of Manager or otherwise any individual who is providing services associated with the Hospital’s
delivery of health care services to patients, to the Patient Care Ombudsman appointed in the
Bankruptcy Cases under Section 333 of the Bankruptcy Code (the “PCO”) [see Docket No. 430].
4.2
Permitted Manager Activities. During the Management Period, the Manager may
do any of the following, subject to the requirements of applicable local, state, and federal law,
which activities may be performed by the Manager at the Manager’s sole cost and expense:
(a) Make alterations, improvements, and repairs to the interior or exterior of the
Hospital Premises, including structural alterations, improvements, and repairs;
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(b) Remove and dispose of furniture, fixtures, equipment (other than equipment
owned by equipment lessors), and supplies at the Hospital Premises;
(c) Move into and install furniture, fixtures, equipment, and supplies at the
Hospital Premises;
(d) Prepare the Hospital for a name change, except that no such name change
may take effect, and no signage reflecting such change shall be installed, during the Management
Period; and
(e) Perform, or permit to be performed, any other activities at the Hospital
Premises that are not inconsistent with operating the Hospital under the Licenses, and receiving
and retaining for the Manager’s own account all revenues and proceeds of any such activities, to
the extent they comprise the Manager Compensation.
4.3

Prohibited Manager Activities.

(a) Notwithstanding anything to the contrary in this Agreement, the Manager
shall have no authority to take and shall not take any action with respect to any Excluded Assets
or Excluded Liabilities (as such terms are defined in the APA) of the Corporation.
(b) The Manager’s authority to manage and operate the Hospital is limited to
those actions that Manager is expressly required or permitted to do hereunder.
(c) The Manager shall not (i) take any action that interferes with the
Corporation’s transfer of funds to pay itself out of the Hospital Revenues as set forth in Sections
4.5(b); or (ii) remove, withdraw, or authorize removal or withdrawal of funds from the
Corporation’s bank accounts or lockboxes to the extent that the Corporation would be unable to
fully pay itself for the costs and expenses set forth in Section 4.5(b).
4.4

APA Provisions; Transition Services Agreement.

(a) Nothing herein shall modify the prorations of expenses and utilities set forth
in the APA, including specifically as set forth in Section 1.6 of the APA.
(b) None of the information accessed, learned or obtained by Parent Company
or the Manager or any of their affiliates in the course of performing their duties hereunder may
serve as the basis for payment of less than the full Purchase Price or to otherwise assert a claim
against the Sellers.
(c) Nothing herein shall modify the transfer of the Assets from the Sellers to
Parent Company as contemplated in the APA, including specifically as set forth in Section 1.7 of
the APA.
(d) Nothing herein shall modify the APA in respect of the exclusion from
purchase by Parent Company of the Excluded Assets, including specifically as set forth in Section
1.8 of the APA.
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(e) Pursuant to Section 1.4.8 and Section 1.5.8 of the APA, the Sellers and
Parent Company will be entering into a Transition Services Agreement to facilitate the winding
down of the Sellers’ businesses, the completion of the Bankruptcy Cases, and the dissolution of
the Sellers. The parties hereto shall cooperate with each other to enable the Corporation and
Parent Company to carry out their obligations under, and give effect to the terms of, the Transition
Services Agreement.
4.5

Manager Compensation; Distribution of Revenue.

(a) As used in this Agreement, the term “Hospital Revenues” shall mean all
revenues and reimbursement received by the Corporation after the Effective Time, including, but
not limited to, cash, accounts, notes, or other accounts receivable, disproportionate share
payments, quality assurance fee payments, Seller Cost Report (as defined in the APA)
settlements, and capitation premiums, whether payable by Medicare, Medi-Cal or any other
commercial or governmental payor, or any health maintenance organization or any other
managed care program or any private pay patients, and State Services Agreement revenues and
reimbursement, but only to the extent they are not Excluded Assets (as defined in the APA).
(b) As full and complete payment for the Manager’s Services, the Manager
shall be entitled to receive an amount equal to the Hospital Revenues less the following amounts
that will be retained by the Corporation (the “Manager Compensation”):
(i)
All costs and expenses incurred by the Corporation for the
Corporation’s purchase of drugs and dangerous devices that the Manager determines are necessary
for the operation of the Hospital;
(ii)
All costs and expenses associated with the Corporation maintaining
its Licenses and maintaining the Retained Contracts, if any are directly incurred by the
Corporation,; and
(iii)
All revenue associated with Census Payments for services provided
by Corporation under the State Services Agreement prior to the Effective Time.
(c) Except for and with respect to Hospital Revenues, under no circumstance
may the Manager seek payment for the Manager’s Services from the liquidating trustee, the
Corporation, any of the Corporation’s officers, directors, agents, contractors, personnel, affiliates
or subsidiaries, Verity Health System of California, Inc. (“VHS”), or any of VHS’ officers,
directors, agents, contractors, personnel, affiliates or subsidiaries.
(d)
The Corporation shall issue invoices to the Manager on a weekly basis for
the items described in Section 4.5(b) (i), (ii) and (iii), with reasonable supporting detail therefor.
The Manager shall pay such invoices within five (5) business days of receipt of such invoices. If
the Manager does not remit payment in respect of such invoices in accordance with the
immediately preceding sentence, the unpaid amount of such invoices shall bear interest at the
Prime Rate in effect on the calendar day upon which such payment was required to be made to
the Corporation (the “Invoice Payment Due Date”) plus five percent (5%) (or the maximum rate
allowed by law, whichever is less), such interest accruing on each calendar day after the Invoice
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Payment Due Date until payment of such invoices and all interest thereon is made to the
Corporation.
(e)
The Parties acknowledge and agree that if the State consents in writing to
assignment of the State Services Agreement to Manager at the Closing, then all payments under
the State Services Agreement for services rendered during the Management Period at the Hospital
after the Effective Time, shall be retained by Manager as part of the Manager Compensation.
4.6

Liabilities and Losses.

(a) Parent Company shall be responsible for all the Hospital liabilities and
losses incurred or accrued during the Management Period.
(b) Nothing hereunder shall, or is intended to, modify or supersede Parent
Company’s responsibility for the Transferred Obligations (as defined in the APA) or the
Corporation’s responsibility for the Excluded Liabilities (as defined in the APA).
(c) Specifically with respect to quality assurance fee (“QAF”) liabilities owed
by the Corporation, Parent Company shall pay all QAF fees that become due and owing during
the Management Period that relate to QAF payments constituting Assets transferred to Hospital
Newco under the APA, even though such fees may have been calculated based on data prior to
the Effective Time.
4.7
The Corporation’s Ultimate Control. Notwithstanding anything to the contrary
in this Section 4 or in this Agreement more generally, the Corporation, as holder of the Licenses,
shall remain ultimately responsible for the operation of the Hospital, and, during the Management
Period, in consultation with the Manager, may take any action (with Manager’s cooperation as
may be reasonably requested and at Parent Company’s or the Manager’s sole cost and expense)
necessary to ensure the Corporation’s compliance with applicable laws and regulations.
5.

Continued Responsibility of the Corporation.

5.1
During the Management Period, the Corporation shall maintain (at its sole cost and
expense, except as otherwise contemplated in this Agreement), and shall not take or voluntarily
permit any actions which may adversely affect, the Corporation’s corporate existence and its full
rights as the licensee under the Licenses. In addition, during the Management Period, the
Corporation and its officers shall reasonably cooperate with the Manager (at Parent Company’s or
the Manager’s sole cost and expense) in the Manager’s provision of the Services.
5.2
Notwithstanding the statutory and regulatory authority and responsibility of the
Corporation for the continued management of the Hospital during the Management Period, the
parties recognize and acknowledge that under this Agreement, the Manager shall, subject to the
ultimate oversight by the Corporation as and to the extent legally required, be responsible for the
day-to-day operation and maintenance of the Hospital as a general acute care hospital. In the event
that any violation or alleged violation of or non-compliance with any statute or regulation
applicable to the operation or maintenance of the Hospital as a general acute care hospital certified
by the Medicare and Medi-Cal programs occurs during the Management Period, then without
regard to legal or statutory fault on the part of the Manager or of the Corporation, the Manager
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shall immediately notify the Corporation of such violation or alleged violation or non-compliance
and take reasonable efforts to address and resolve the alleged violation or non-compliance, and
avoid, mitigate or minimize any related adverse consequences. In addition to the indemnification
in Section 3.4, Parent Company and the Manager shall be responsible for the costs of any penalty,
fine or remediation identified during the Management Period arising from or relating to the
Manager’s operation of the Hospital during the Management Period, including, without limitation,
the cost of engaging third party consultants or experts to help address or resolve the violation,
alleged violation or non-compliance, and shall indemnify and hold the Corporation harmless for
the same in accordance with Section 9.2. The Corporation retains the right to join the Manager in
contesting said violations upon providing the Manager with notice of its intent to do so.
5.3
The Corporation shall be responsible for purchasing drugs and dangerous devices
that the Manager determines are necessary for the operation of the Hospital at the Manager’s sole
cost and expense, as set forth in Section 4.5(b)(i).
5.4
The Corporation agrees to execute and deliver to the Manager such documents as
the Manager may reasonably request to maintain the hospital license active and in good standing
with CDPH and the other Licenses necessary or appropriate to maintain the Hospital as a general
acute care hospital and to facilitate the Manager’s obtaining of the New Licenses.
6.
The Parties’ Cooperation with Regulatory Agencies. The Manager shall use its best
efforts to obtain the New Licenses as expeditiously as possible. The Manager and Corporation
shall agree to the target Licensure Date identified in the change of ownership applications. The
Manager shall provide updates to the Corporation as reasonably requested by the Corporation, on
the status of the Manager’s efforts to obtain the New Licenses. The Corporation shall, at Parent
Company’s or the Manager’s cost, reasonably cooperate with the Manager’s efforts to obtain the
New Licenses, and may communicate and coordinate with licensing agencies as necessary in
connection with obtaining the New Licenses. Notwithstanding the foregoing, obtaining all
governmental consents, approvals, assignments, authorizations, and clearances necessary to obtain
the New Licenses shall be solely Parent Company’s and the Manager’s (and not the Corporation’s)
responsibility, including payment of any fees, expenses, filing costs or other amounts related
thereto.
7.

Risk of Loss.

7.1
The Corporation assumes no risks or liability for damage to or injury occurring to
the Hospital Premises, Assets or the Hospital during the term of this Agreement by any means
whatsoever, including fire, storm, earthquake, vandalism, strike, cyberattack, accident or any other
casualty (collectively, “Casualty”), and Parent Company shall have all right, title, and interest in
and to the proceeds of any insurance it obtained and paid for covering such Casualty.
7.2
If, during the term of this Agreement, action is initiated to take the Hospital
Premises or any portion thereof by eminent domain proceedings or by deed in lieu thereof
(collectively, “Condemnation”), Parent Company, and not the Corporation, shall have all right,
title, and interest in and to the award from the Condemnation.
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7.3
In the event of a Casualty or Condemnation, neither Parent Company nor the
Corporation may terminate this Agreement.
8.

Exculpation; Indemnification.

8.1
The Corporation and the Corporation’s affiliates, members, officers, directors,
employees, attorneys, accountants, consultants, agents, representatives, successors and assigns,
including the liquidating trustee and responsible officer (collectively the “Corporation
Indemnified Parties”) shall have no liability in contract, tort or otherwise unless and until a
Chosen Court finds in a final, non-appealable judgment that any Damages result solely from a
Corporation Indemnified party’s gross negligence or willful misconduct.
8.2
In addition to any other indemnification provided for in the Agreement, Parent
Company and the Manager shall promptly and fully keep and hold the Corporation Indemnified
Parties forever harmless from, and shall indemnify and defend the Corporation Indemnified Parties
from and against, without regard to materiality, any and all obligations, judgments, fines, civil
money penalties, sanctions, awards, liabilities, losses, penalties, claims, costs, demands, damages,
expenses, liens, and encumbrances, including investigation costs, time spent in depositions and
reasonable attorneys’ fees and expenses (collectively, “Damages”), whether civil or criminal,
direct, indirect or consequential and no matter how arising, in any way related to, connected with,
arising or resulting from, or under this Agreement, the APA, the Hired Employees (as defined in
the APA), the Manager’s performance of the Services, or the operation or management of the
Hospital or the Corporation’s Assets by the Manager after the Effective Time. Notwithstanding
the foregoing, the parties understand that except as otherwise specifically provided for in the APA:
(i) Parent Company and the Manager are not, by virtue of this Agreement or any term or provision
herein, assuming any claim, liability, expense, debt or other obligation of the Corporation or
Sellers that both relates to the operation of the Hospital or the Hospital Premises prior to the
Effective Time and constitutes an Excluded Liability under the APA; and (ii) neither the
Corporation, Manager or Parent Company are, by virtue of this Agreement or any term or provision
herein, relieved or excused from any duties or obligations under the APA.
9.
HIPAA Compliance. The Manager agrees to take such steps as are necessary to ensure
compliance with the Health Insurance Portability and Accountability Act of 1996 (HIPAA), the
California Confidentiality of Medical Information Act, and other applicable federal and state
privacy laws and regulations (collectively, the “Privacy Laws”) with respect to the Hospital and
its operations, and the Corporation agrees not to take or voluntarily permit any actions which
violate Privacy Laws with respect to the Hospital or its operations. Toward this end, Parent
Company, the Manager, and the Corporation agree to execute and deliver that certain Business
Associate Agreement, attached hereto as Exhibit A and incorporated by reference herein, upon
execution of this Agreement.
10.
Further Assurances. Each of the parties hereto agree to execute and deliver any and all
further agreements, documents or instruments necessary to effectuate this Agreement and the
transactions referred to herein or contemplated hereby or reasonably requested by any other party
hereto to perfect or evidence their rights hereunder.
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11.
Relationship of Parties. In performing their duties and permitted activities under this
Agreement, Parent Company, the Manager, and the Corporation shall, at all times be acting and
performing as independent contractors. Parent Company, the Manager, and the Corporation are
not partners or joint venturers with each other and nothing herein shall be construed as making
them partners or joint venturers or imposing upon any of them any liability as partners or joint
venturers.
12.
Notices and Demands. All notices and demands, requests, consents, approvals, and other
similar communications under this Agreement shall be in writing and shall be sent by personal
delivery or by either (a) United States certified or registered mail, return receipt requested, postage
prepaid, or (b) Federal Express or similar generally recognized overnight carrier regularly
providing proof of delivery, addressed as follows:
If to the Corporation:

Seton Medical Center
c/o Verity Health System of California, Inc.
601 South Figueroa Street, Suite 4050
Los Angeles, CA 90017-5704
Attention: Chief Executive Officer

With copies to:
Tania Moyron, Esq.
(which copy shall not Dentons US LLP
constitute notice)
601 South Figueroa St., Suite 2500
Los Angeles, CA 90017-5704
and
Hope Levy-Biehl, Esq.
Davis Wright Tremaine LLP
865 S Figueroa St,
Los Angeles, CA 90017
If to Parent Company AHMC Healthcare Inc.
55 S. Raymond Ave., Suite 105
and/or
Alhambra, CA 91801
the Manager:
Attention: Jonathan Wu
Facsimile: 626-289-8952

With copies to:
AHMC Healthcare Inc., Legal Department
(which copies shall not 500 E. Main St., 5th Floor
constitute notice)
Alhambra, CA 91801
Attention: Maan-Huei Hung, Esq.
Facsimile: 626-248-3303
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Any notice so given by mail shall be deemed to have been given as of the date of delivery (whether
accepted or refused) established by U.S. Post Office return receipt or the overnight carrier’s proof
of delivery, as the case may be, whether accepted or refused. Any such notice not so given shall
be deemed given upon receipt of the same by the party to whom the same is to be given. Any
party hereto may designate a different address for itself by notice to the other party in accordance
with this Section 13.
13.
Expenses. Except for Parent Company’s and the Manager’s obligations to be responsible
for certain costs, fees, and expenses as set forth elsewhere in this Agreement, each party to this
Agreement shall pay its own expenses in connection with the preparation of this Agreement and
the consummation of the transactions contemplated hereby, including the fees of any attorneys,
accountants, financial advisors, investment bankers or other professionals engaged by such party.
14.
Entire Agreement. This Agreement, the Leaseback Agreement, and those provisions of
the APA expressly identified in this Agreement, contain the entire agreement among the parties
with respect to the subject matter hereof and supersede all prior agreements, arrangements, and
understandings relating to the subject matter hereof and thereof. There are no written or oral
agreements, understandings, representations, or warranties among the parties other than those set
forth in this Agreement, the Leaseback Agreement, and those provisions of the APA expressly
identified in this Agreement. Nothing in this Agreement modifies or shall be construed as
modifying any orders entered by the Bankruptcy Court.
15.
Amendment. This Agreement may not be modified, amended, altered or supplemented
except by a written agreement executed by all the parties hereto.
16.
Waiver. Waiver by any party of any breach or failure to comply with any provision of this
Agreement by any other party shall not be construed as or constitute, a continuing waiver of such
provision, or a waiver of any other breach of, or failure to comply with, any other provision of this
Agreement. No waiver of any such breach or failure or of any term or condition of this Agreement
shall be effective unless in a written notice signed by the waiving party and delivered, in the
manner required for notices generally, to each affected party.
17.
Severability. In case any provision of this Agreement shall be found by a court of
competent jurisdiction to be invalid, illegal or unenforceable, such provision shall be construed
and enforced as if it had been narrowly drawn so as not to be invalid, illegal or unenforceable, and
the validity, legality and enforceability of the remaining provisions of this Agreement shall not in
any way be affected or impaired thereby.
18.
Successors and Assigns. This Agreement shall be binding upon, and shall inure to the
benefit of, the parties hereto and their respective permitted successors and assigns. The
Corporation shall not be permitted to assign its rights or its obligations under this Agreement
without the prior consent of Parent Company and the Manager. The parties further acknowledge
and agree that the Manager may subcontract for any of the goods or services required to be
provided by the Manager pursuant to this Agreement, and the Manager may assign any of its rights
hereunder and/or delegate any of its obligations hereunder, so long as in each case the Manager
remains responsible for such subcontracted goods or services and for any of such Manager
obligations hereunder.
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19.
Attorneys’ Fees. In the event of any litigation or arbitration between the parties hereto
arising out of this Agreement, the prevailing party therein shall be allowed to recover from the
other party all court costs and reasonable attorneys’ fees which shall be fixed by the court or
arbitrator.
20.
Headings. The descriptive headings of sections and subsections of this Agreement are
inserted for convenience only and do not constitute a part of this Agreement and shall not affect in
any way the meaning or interpretation of this Agreement.
21.
Governing Law. This Agreement shall be governed by and construed in accordance with
the laws of the State of California without regard to its conflicts of laws principles or decisions.
22.
Jurisdiction. The parties agree that the Bankruptcy Court shall have exclusive personal
and subject matter jurisdiction over any action or proceeding with respect to any claim arising out
of or related to this Agreement, and any of the documents or transactions contained in or
contemplated by this Agreement; provided, however, that the parties agree that the United States
District Court for the Central District of California (together with the Bankruptcy Court, the
“Chosen Courts”) shall have exclusive jurisdiction over such claim if (i) the Bankruptcy Cases
are closed and if the Bankruptcy Cases are not reopened to adjudicate such claim after request by
the party bringing such claim or (ii) the Bankruptcy Court determines that it does not have
jurisdiction over such claim. Solely in connection with claims arising under this Agreement, or
any of the documents or transactions contemplated hereby, the parties (a) irrevocably submit to
the exclusive jurisdiction of the Chosen Courts, (b) waive any objection to laying venue in any
such action or proceeding in the Chosen Courts, (c) waive any objection that the Chosen Courts
are an inconvenient forum or do not have jurisdiction over any party hereto, and (d) agree that
service of process upon such party in any such action or proceeding shall be effective if notice is
given in accordance with Section 13 hereof.
23.
Commencement. The parties acknowledge that commencement of the Manager’s
Services under this Agreement is subject to and contingent upon the occurrence of the Closing (as
defined in the APA). The Management Period shall not commence, and the parties’ obligations
during the Management Period shall not commence, unless and until the Closing has occurred.
24.
Cooperation on Regulatory Compliance Matters. Parent Company and the Manager
understand and acknowledge that the Corporation intends to comply with applicable federal and
state laws, regulations, and guidance. In the event the terms of this Agreement need to be amended
or supplemented based on guidance from or at the request or direction of a regulator made during
the term of this Agreement, Parent Company and the Manager shall cooperate with such
amendment and/or supplement to ensure the Corporation’s ability to comply with such guidance,
request or directive.
25.
Counterparts. This Agreement may be executed by one or more of the parties hereto on
any number of separate counterparts (including by telecopy), and all of said counterparts taken
together shall be deemed to constitute one and the same instrument. It may be delivered by
facsimile or electronic transmission, including by e-mail as a PDF, and facsimile or PDF copies of
executed signature pages, which shall be binding as originals.
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[Signature page follows.]
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Exhibit A To IMA
BUSINESS ASSOCIATE AGREEMENT
The Business Associate Agreement (“BA Agreement”) is entered into as of and is in
effect as of the first day of the Management Period (“Effective Date”) by and between Seton
Medical Center (“Covered Entity” or “CE”) and AHMC Healthcare, Inc. (“Business Associate”
or “BA”).
RECITALS
A.

CE provides certain Protected Health Information (as defined below and referred to
herein as “PHI”) to BA in the course of BA providing services under that certain Interim
Management Agreement entered into by CE and BA as of March 30, 2020 (the “IMA”)
and effective during the Management Period (as defined in the IMA).

B.

In order to protect the privacy of the PHI and to comply with HIPAA, the HIPAA
Regulations, and the California Confidentiality Laws (each as defined below), CE and
BA desire to enter into this BA Agreement setting forth the terms and conditions of the
use and disclosure of such PHI.

In consideration of the mutual promises set forth below, the parties agree as follows:
ARTICLE I: DEFINITIONS
1.1

General Rule. Capitalized terms not otherwise defined in this BA Agreement shall have
the same meaning as those terms have in the HIPAA Regulations.

1.2

HIPAA means the Health Insurance Portability & Accountability Act of 1996, P.L. 104191, as amended by the HITECH Act.

1.3

HIPAA Regulations means the regulations promulgated under HIPAA by the U.S.
Department of Health and Human Services, including, but not limited to, the Privacy
Rule, the Security Rule, and the Breach Notification Rule, as currently in effect and as
modified from time to time.

1.4

HITECH Act means Subtitle D of the Health Information Technology for Economic and
Clinical Health Act (“HITECH”), which is Title XIII of the American Recovery and
Reinvestment Act of 2009, P.L. 111-5.

1.5

Privacy Rule means the Standards for Privacy of Individually Identifiable Health
Information, codified at 45 CFR Parts 160 and 164, Subparts A and E, as currently in
effect and as modified from time to time.

1.6

Protected Health Information or “PHI” shall have the meaning given to the term
“Protected Health Information” under the Privacy Rule.
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1.7

Breach Notification Rule means the Standards for Notification in the Case of Breach of
Unsecured Protected Health Information, codified at 45 CFR Parts 160 and 164, Subparts
A and D, as currently in effect and as modified from time to time.

1.8

Security Rule means the Security Standards for the Protection of Electronic Protected
Health Information, codified at 45 CFR Parts 160 and 164, Subparts A and C, as
currently in effect and as modified from time to time.

1.9

California Confidentiality Laws means the laws of the State of California governing the
confidentiality of PHI, including, but not limited to, the California Confidentiality of
Medical Information Act (Cal. Civil Code §56 et seq.), the patient access law (Cal.
Health & Safety Code §123100 et seq.), the HIV test result confidentiality law (Cal.
Health & Safety Code §120975 et seq.), the Lanterman-Petris-Short Act (Cal. Wel. &
Inst. Code §5328 et seq.), the medical identity theft law (Cal. Civil Code §1798.82), and
the improper access notification law (Cal. Health & Safety Code §1280.15).
ARTICLE II: OBLIGATIONS OF BA

2.1

General Requirements. Except as otherwise limited in this BA Agreement, BA may use
or disclose PHI to perform functions, activities, or services for, or on behalf of, CE
pursuant to one or more services agreements between CE and BA (the “Services
Agreements”), as listed on Exhibit A to this BA Agreement, provided that such Use or
Disclosure would not violate HIPAA, the HIPAA Regulations, or the California
Confidentiality Laws if done by CE. BA and its agents and subcontractors shall only
request, use, and disclose the minimum amount of PHI necessary to accomplish the
purpose of the permitted Use or Disclosure. BA agrees to comply with all applicable
provisions in HIPAA, the HIPAA Regulations, and the California Confidentiality Laws.

2.2

Uses or Disclosures Permitted by Privacy Rule. As permitted by the Privacy Rule, BA
may use or disclose PHI: (a) as is necessary for the proper management and
administration of BA’s organization, or (b) to carry out the legal responsibilities of BA;
provided, however, that any permitted Disclosure to a third party must be either Required
By Law or subject to reasonable assurances obtained by BA from the third party that the
PHI will be held confidentially, and securely, and used or disclosed only as Required By
Law or for the purposes for which it was disclosed to such third party, and that any
breaches of confidentiality of the PHI which become known to such third party will be
immediately reported to BA. BA shall obtain the prior permission of CE before making
any such disclosure that is not Required by Law. BA shall notify CE in a timely manner
prior to making any Disclosure that is Required By Law, in order to afford CE the
opportunity to respond to the request for such a Disclosure.

2.3

Data Aggregation. BA may provide Data Aggregation services relating to the Health
Care Operations of CE.

2.4

Disclosures to Agents and Subcontractors. BA shall ensure that any agent or
subcontractor to whom it provides PHI agrees in writing to the same restrictions,
conditions, and requirements that apply to BA with respect to such PHI and as set forth
-2-
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herein regarding the Use and Disclosure and security of PHI, including, but not limited
to, implementation of administration, physical and technical safeguards, notice of
prohibited Use or Disclosure, mitigation of harmful effects, responses to requests for
access and amendment, and a term permitting immediate termination of the agent’s or
subcontractor’s agreement with BA for improper Use or Disclosure of PHI. BA shall
terminate its agreement with any agent or subcontractor to whom it provides PHI if such
agent or subcontractor fails to abide by any material term of such agreement.
2.5

Safeguards. BA shall implement and use appropriate safeguards as necessary to prevent
the Use or Disclosure of PHI in any manner that is not permitted by this BA Agreement,
including but not limited to, safeguards designed to limit incidental Uses or Disclosures
made pursuant to an otherwise permitted or required Use or Disclosure.

2.6

Security Rule Safeguards. To the extent that BA creates, receives, maintains, or
transmits electronic PHI, BA shall comply with the Security Rule and implement
administrative, physical and technical safeguards that reasonably and appropriately
protect the confidentiality, integrity, and availability of any electronic PHI that may be
transmitted in conformity with the requirements of the Security Rule and prevent the Use
or Disclosure of electronic PHI in any manner that is not permitted by this BA
Agreement.

2.7

Direct Access to CE’s Electronic Systems. If BA or its employees/agents are granted
direct access to CE’s electronic systems, BA will ensure that each of its employees and
agents has access to only what is required for each employee/agent to perform the
specific duties assigned by BA to that individual employee/agent pursuant to the Services
Agreement with CE. Further, BA will provide immediate notice when its
employees/agents are terminated or change roles or otherwise no longer have a need for
access, BA will routinely monitor the list of employees/agents with access, BA will
educate its employees/agents that sharing of login information among its
employees/agents is prohibited, and BA will provide CE with a list of its
employees/agents with access to CE’s electronic systems upon request by CE.

2.8

Minimum Necessary Use and Disclosure. In conducting functions and/or activities
under this BA Agreement or any other agreement between the parties hereto that involve
the use and/or disclosure of PHI, BA shall make reasonable efforts to limit the use and/or
disclosure of PHI to the minimum amount of information necessary as determined by CE
to accomplish the intended purpose of the use or disclosure.

2.9

Reporting. BA agrees to provide written notice to CE of any Use or Disclosure of PHI
that is in violation of this BA Agreement, the Privacy Rule, the California Confidentiality
Laws, or other applicable federal or state law, within five (5) calendar days of becoming
aware of such Use or Disclosure. BA shall also notify CE in writing within five (5)
calendar days of receipt of any complaint that BA receives concerning the handling of
PHI or compliance with this BA Agreement. BA further agrees to provide written notice
to CE of any Security Incident within five (5) calendar days of BA’s discovery of such
Security Incident.
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Notwithstanding the foregoing, BA shall immediately, and in no case longer than fortyeight (48) hours after, upon discovery of a Breach under HIPAA or breach under
applicable state law, report to CE such Breach/breach, consistent with HIPAA, the
HIPAA Regulations, and the California Confidentiality Laws. BA must also, without
unreasonable delay, identify each individual whose unsecured PHI has been, or is
reasonably believed to have been, accessed, acquired or disclosed as a result of the
Breach/breach, and provide such information to CE as needed in order to meet the data
breach notification requirements under the Breach Notification Rule and the California
Confidentiality Laws, and in any event within five (5) calendar days after the discovery
of the Breach/breach. The Breach shall be considered “discovered” when the BA knew
or reasonably should have known when the Breach occurred.
BA agrees to fully cooperate, coordinate with and assist CE in gathering the information
necessary to notify the affected individuals. BA agrees to cooperate with CE to ensure
that all such Breach/breach notices are sent without unreasonable delay, and in no case
more than five (5) business days from the discovery of the Breach/breach, as required
under the applicable California Confidentiality Laws. BA agrees that it shall be solely
responsible for all costs and expenses incurred by both CE and BA as a result of the
Breach/breach, including costs associated with mitigation, preparation and delivery of the
notices.
2.10

Mitigation. BA shall mitigate promptly, to the extent practicable, any harmful effect that
is known to BA of a Use or Disclosure of PHI by BA in violation of this BA Agreement,
the Privacy Rule, or other applicable federal or state law.

2.11

Requests for Restrictions. BA agrees to comply with requests for restrictions on Use or
Disclosure of PHI that CE has agreed to or is required to abide by under 45 C.F.R.
§164.522, to the extent that such restriction may affect BA’s use or disclosure of such
PHI.

2.12

Access and Amendment. To enable CE to fulfill its obligations under the Privacy Rule,
BA shall make PHI in Designated Record Sets that are maintained by BA or its agents or
subcontractors available to CE for inspection, copying or amendment within ten (10)
calendar days of a request by CE. If an Individual requests inspection, copying or
amendment of PHI directly from BA or its agents or subcontractors, BA shall notify CE
in writing within five (5) business days of receipt of the request, and shall defer to, and
comply with, CE’s direction in a timely manner regarding the response to the Individual
regarding the request for inspection, copying or amendment.

2.13

Accounting. BA shall implement a process for recording certain Disclosures of PHI by
BA (“Accounting Information”) in order to enable CE to comply timely with its
obligations under the Privacy Rule including, but not limited to, 45 CFR Section 164.528.
At a minimum, this Accounting Information shall include for each such Disclosure
recordation of (a) the name and date of birth of the Individual whose PHI was the subject
of the Disclosure; (b) the date of Disclosure; (c) the name and address of the recipient of
the PHI; (d) a brief description of the PHI disclosed; and (e) a brief statement of the
purpose for the Disclosure that reasonably informs the Individual of the basis for the
-4-
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Disclosure. Within ten (10) calendar days of notice from CE of a request for an
accounting of Disclosures of PHI, BA shall make available to CE this Accounting
Information. In addition, for any month in which BA makes a Disclosure of PHI, BA
shall provide Accounting Information during the subsequent month pertaining to CE, in a
format and medium specified by CE. If an Individual requests an accounting directly
from BA or its agents or subcontractors, BA must notify CE in writing within five (5)
business days of the request, and shall defer to, and comply in a timely manner with,
CE’s direction regarding the response to the Individual regarding the request for an
accounting.
2.14

Government Officials. BA shall make its internal practices, books and records relating
to the Use and Disclosure of PHI available to the Secretary of the U.S. Department of
Health and Human Services (“Secretary”) for purposes of determining CE’s compliance
with the Privacy Rule. BA shall notify CE regarding any PHI that BA provides to the
Secretary concurrently with providing such PHI to the Secretary, and upon CE’s request,
shall provide CE with a duplicate copy of such PHI.

2.15

Insurance and Indemnity. BA shall maintain or cause to be maintained sufficient
insurance coverage as shall be necessary to insure BA and its agents or subcontractors
against any claim or claims for damages arising under this BA Agreement. Such
insurance coverage shall apply to all sites of BA and to all services provided by BA or its
agents or subcontractors under this BA Agreement.
BA shall indemnify, hold harmless and defend CE and its affiliated entities from and
against any and all claims, losses, liabilities, costs and other expenses (including
reasonable attorneys’ fees and costs, and administrative penalties and fines) incurred as a
result of, or arising directly or indirectly out of or in connection with any act or omission
of BA, its agents or subcontractors, under this BA Agreement including, but not limited
to, negligent or intentional acts or omissions. The indemnification obligation of BA shall
survive termination of this BA Agreement.

2.16

Prohibition on Sale of PHI. BA agrees to comply with the prohibition of sale of PHI
without authorization unless an exception under 45 C.F.R. § 164.508 applies.

2.17

Compliance with CE's Obligations. To the extent that BA carries out CE's obligations
under HIPAA, the HIPAA Regulations, or the California Confidentiality Laws, BA shall
comply with all of the requirements of HIPAA, the HIPAA Regulations, and the
California Confidentiality Laws, in the performance of such obligations.
ARTICLE III: OBLIGATIONS OF CE

3.1

Notice of Privacy Practices. CE shall notify BA of limitation(s) in its notice of privacy
practices, in accordance with 45 CFR Section 164.520, to the extent such limitation
affects BA’s permitted Uses or Disclosures.

3.2

Individual Permission. CE shall notify BA of changes in, or revocation of, permission
by an Individual to use or disclose PHI, to the extent such changes affect BA’s permitted
Uses or Disclosures.
-5-
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3.3

Restrictions. CE shall notify BA of restriction(s) in the Use or Disclosure of PHI that CE
has agreed to, in accordance with 45 CFR Section 164.522, to the extent such restriction
affects BA’s permitted Uses or Disclosures.

3.4

Prohibited Requests. CE shall not request BA to use or disclose PHI in any manner that
would not be permissible under HIPAA, the HIPAA Regulations, or the California
Confidentiality Laws, if done by CE.
ARTICLE IV: TERM AND TERMINATION

4.1

Term. This BA Agreement shall be effective as of the Effective Date, and shall continue
in effect with respect to each Services Agreement until: (i) this BA Agreement is
terminated in accordance with the provisions of Section 4.2 or (ii) the relevant Services
Agreement (in its entirety) is terminated; provided, however, that in the event that CE has
entered into more than one Services Agreements with BA and one or more, or a portion
of one or more, but not all, of such Services Agreements are terminated, this BA
Agreement shall terminate only with respect to the Services Agreement(s) (or portions
thereof) that have been terminated. Under such circumstances, this BA Agreement shall
continue in effect with respect to all Services Agreements (or portions thereof) between
CE and BA which have not been terminated.

4.2

Termination for Cause. In the event of either party’s material breach of this BA
Agreement, the non-breaching party may terminate this BA Agreement upon ten (10)
calendar days prior written notice to the breaching party in the event the breaching party
does not cure such breach to the reasonable satisfaction of the non-breaching party within
such ten (10) calendar day period. In the event that cure of a breach under this Section
4.2 is not reasonably possible, the non-breaching party may immediately terminate this
BA Agreement; or if neither termination nor cure is feasible, the non-breaching party
may, subject to all applicable legal privileges, report the violation to the Secretary of the
Department of Health and Human Services. Either party may terminate this BA
Agreement immediately if (a) the other party is named as a defendant in a criminal
proceeding for a violation of HIPAA, HIPAA Regulations, or the California
Confidentiality Laws, or (b) if a finding or stipulation that the other party has violated
any standard or requirement of HIPAA, the HIPAA Regulations, the California
Confidentiality Laws, or any other security or privacy law is made in any administrative
or civil proceeding in which that party has been joined.

4.3

Effects of Termination. Upon termination of the business relationship between the
parties and/or the BA Agreement for any reason, BA shall, at CE’s direction, return or
destroy all PHI that BA or its agents or subcontractors still maintain in any form, and
shall retain no copies of such PHI. Upon CE’s request, BA shall certify in writing that
such return or destruction has occurred. If BA determines that return or destruction is not
feasible, BA shall explain to CE in writing why conditions make the return or destruction
of such PHI not feasible. If CE agrees that the return or destruction of PHI is not feasible,
BA shall retain the PHI, subject to all of the protections of this BA Agreement, and shall
make no further Use or Disclosure of the PHI, except as for those purposes that make the
return or destruction of the PHI not feasible. In any event, upon termination of the
-6-
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business relationship between the parties and/or the BA Agreement, BA shall retain for
no less than six (6) years the Accounting Information compiled by BA pursuant to section
2.13 of this BA Agreement, and shall make such Accounting Information available to CE
within five (5) business days of a request.
4.4

Survival. The obligations of BA under this Article IV shall survive the termination of the
business relationship between the parties and/or the BA Agreement.
ARTICLE V: MISCELLANEOUS

5.1

Assistance. In the event of an administrative or judicial action commenced against CE
where BA may be at fault, in whole or in part, as the result of its performance under this
BA Agreement, BA agrees to defend or to cooperate with CE in the defense against such
action.

5.2

Subcontracts and Assignment. BA shall not subcontract its obligations, assign its
rights, or delegate its duties under this BA Agreement without the express written consent
of CE.

5.3

Amendment. If any modification to this BA Agreement is required for conformity with
federal or state law or if CE reasonably concludes that an amendment to this BA
Agreement is required because of a change in federal or state law, or by reason of CE’s
status as a business associate of another covered entity, CE shall notify BA of such
proposed modification(s) (“Required Modifications”). Such Required Modifications shall
be deemed accepted by BA and this BA Agreement so amended, if BA does not, within
thirty (30) calendar days following the date of the notice, deliver to CE its written
rejection of such Required Modifications. If BA submits a written rejection of the
Required Modification, CE may terminate its business relationship with BA upon thirty
(30) calendar days written notice, or such longer period as may be required by law. Other
modifications to this BA Agreement may be made on mutual agreement of the parties.

5.4

Business Relationship. Except as specifically required to implement the purposes of this
BA Agreement, and except to the extent inconsistent with this BA Agreement, all terms
of the business relationship between the parties shall remain in full force and effect. In
the event of a conflict between the terms of the business relationship between the parties
and this BA Agreement, this BA Agreement shall control.

5.5

Ambiguity. Any ambiguity in this BA Agreement relating to the Use and Disclosure of
PHI shall be resolved in favor of a meaning that furthers the obligations to protect the
privacy and security of the PHI, whether electronic or other medium, in accordance with
the Privacy Rule.

5.6

Primacy. To the extent that any provisions of this BA Agreement conflict with the
provisions of any other agreement or understanding between the parties, this BA
Agreement shall control with respect to the subject matter of this BA Agreement.

5.7

Third Party Beneficiaries. Except as expressly provided for in this BA Agreement or
the Privacy Rule, there are no third party beneficiaries to this BA Agreement.
-7-
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5.8

Independent Contractors. No provision of this BA Agreement is intended to create, nor
shall be deemed or construed to create, any employment, agency or joint venture
relationship between CE and BA other than that of independent entities contracting with
each other hereunder solely for the purpose of effectuating the provisions of this BA
Agreement. None of the parties nor any of their respective representatives shall be
construed to be the agent, employer, or representative of the other. The parties have
reviewed the factors to determine whether an agency relationship exists under the federal
common law of agency and it is not the intention of either CE or BA that BA constitute
an “agent” under such common law.

5.9

Counterparts; Facsimiles. This BA Agreement and any exhibits hereto may be executed
in one or more counterparts; each counterpart shall be deemed an original. Facsimile
copies hereof shall be deemed to be originals.

5.10

Notices. All notices required or permitted to be given under this BA Agreement shall be
in writing and shall be sufficient in all respects if delivered personally, by nationally
recognized overnight delivery service, or by registered or certified mail, postage prepaid,
addressed as set forth in the notice provisions under the IMA. Notice shall be deemed to
have been given upon transmittal thereof as to those personally delivered, upon the first
day after mailing as to those sent by nationally recognized overnight delivery service, and
upon the third day after mailing as to those sent by United States Mail. The above
addresses may be changed by giving notice in the manner provided for above.

IN WITNESS WHEREOF, the parties hereto have duly executed this BA Agreement to be
effective as of the Effective Date.
CE
Seton Medical Center

BA
AHMC Healthcare, Inc.

By:_______________________________
Name: ____________________________
Title: ____________________________

By:_______________________________
Name: ____________________________
Title: ____________________________
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Schedule 3.6 to IMA
Retained Contracts
To be completed by the parties, in accordance with both the IMA and that certain Asset Purchase
Agreement, dated as of March 30, 2020 by and between CE and BA and certain other entities
(the “APA”).
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Exhibit 1.4.1
BILL OF SALE
This Bill of Sale (this “Bill of Sale”) is made and entered into as of this [________] day
of [_____________, 20[_], by and among by and among Seton Medical Center, a California
nonprofit public benefit corporation (“Seton”), Verity Holdings, LLC (“Verity Holdings”), a
California limited liability company and Verity Health System of California, Inc., a California
nonprofit public benefit corporation (“VHS” and, together with Seton and Verity Holdings, the
“Sellers” and each individually a “Sellers”) and AHMC Healthcare Inc., a California
corporation, (“Purchaser”). Sellers and Purchaser may each be referred to herein as a “Party,”
and collectively as the “Parties.”
The Parties are entering into this Bill of Sale pursuant to that certain Asset Purchase
Agreement entered into by the Parties as of March 30, 2020 (as the same may have been
amended, the “Purchase Agreement”). Capitalized terms used herein that are not defined
herein shall have the meanings ascribed to such terms in the Purchase Agreement. By this
instrument, Purchaser and Sellers, for good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, agree as follows:
1.
Sale and Assignment. Subject to the terms of the Purchase Agreement, effective as of
the Effective Time, Sellers hereby sell, assign, transfer, convey, and deliver to Purchaser, and
Purchaser accepts and acquires from Sellers, all of Sellers’ right, title and interest in and to the
Assets (including but not limited to the Assigned Contracts and Assigned Leases) as described in
Section 1.7 of the Purchase Agreement.
2.

Miscellaneous Provisions.

a.
Purchase Agreement. This Bill of Sale is executed and delivered in connection
with the Purchase Agreement. Notwithstanding anything herein to the contrary, nothing herein
shall in any way alter or waive the promises, agreements, and covenants set forth in the Purchase
Agreement, and in the event of a conflict between the terms of this Bill of Sale and the Purchase
Agreement, the Purchase Agreement shall control.
b.
Notices. All notices or other communications or deliveries provided for
hereunder shall be given as provided in the Purchase Agreement.
c.
Successors in Interest. This Bill of Sale and all of the provisions hereof shall be
binding upon, and inure to the benefit of, the successors and assigns of the parties hereto
permitted under the Purchase Agreement.
d.
Governing Law; Venue. This Bill of Sale shall be construed, performed, and
enforced in accordance with, and governed by, the laws of the State of California (without giving
effect to the principles of conflicts of laws thereof), except to the extent that the laws of such
State are superseded by the Bankruptcy Code or other applicable federal law. For so long as
Sellers are subject to the jurisdiction of the Bankruptcy Court, the Parties irrevocably elect, as
the sole judicial forum for the adjudication of any matters arising under or in connection with
this Bill of Sale, and consent to the exclusive jurisdiction of, the Bankruptcy Court, and
thereafter, the Parties irrevocably elect, as the sole judicial forum for the adjudication of any
matters arising under or in connection with this Bill of Sale, and consent to the exclusive
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jurisdiction of, the courts in Los Angeles County, California. The Parties hereby consent to the
jurisdiction of such courts and waive their right to challenge any proceeding involving or relating
to this Bill of Sale on the basis of lack of jurisdiction over the person or forum non conveniens.
e.
Counterparts. This Bill of Sale may be executed in any number of counterparts,
each of which shall be deemed an original, but all of which together shall constitute one and the
same agreement, binding on all of the Parties. The Parties agree that signatures to this Bill of
Sale created by the signer by electronic means shall be valid and effective to bind the Party so
signing, and signatures transmitted by facsimile or electronic pdf shall be deemed originals for
all purposes hereof and that a Party may produce such copies, without the need to produce
original signatures, to prove the existence of this Bill of Sale in any proceeding brought
hereunder.
f.
Amendment. This Bill of Sale may not be amended or altered except by a
written instrument executed by all of the Parties.
[Signature Page Follows]
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IN WITNESS WHEREOF, this Bill of Sale has been duly executed as of the date first
written above.
PURCHASER:
AHMC Healthcare Inc.
Signature:
Print Name:
Title:
Date:
SELLERS:
Verity Health System of California, Inc.
Signature:
Print Name:
Title:
Date:
Verity Holdings, LLC
Signature:
Print Name:
Title:
Date:
Seton Medical Center
Signature:
Print Name:
Title:
Date:

[Signature Page to Bill of Sale]
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______

Exhibit 1.4.2
REAL ESTATE ASSIGNMENT AGREEMENT
THIS REAL ESTATE ASSIGNMENT AGREEMENT (the “Assignment”) is dated as of
[________], 20[ ] by and between ______________________, a _________________
(“Assignor”) and ___________________, a ___________________ (“Assignee”).
RECITALS
A.
Assignor and Assignee entered into that certain Asset Purchase Agreement dated
as of March 30, 2020 (as the same may be amended, the “Agreement”) with respect to the
purchase of certain Assets. Capitalized terms not defined in this Assignment shall have the
meanings ascribed to such terms in the Agreement.
B.
Pursuant to the Agreement, Assignor has agreed to assign to Assignee (i) those
certain leases governing the Leased Real Property described on Exhibit A attached hereto (the
“Operational Leases”), and (ii) those Tenant Leases described on Exhibit B attached hereto.
C.
In addition, pursuant to the Agreement, Assignor has agreed to assign to Assignee
(i) Assignor’s right to the deposits held by landlords in connection with the Operational Leases in
the amounts set forth on Exhibit A attached hereto, and (ii) the security deposits held by Assignor
in connection with the Tenant Leases set forth on Exhibit B attached hereto ((i) and (ii),
collectively, the “Security Deposits”).
NOW THEREFORE, for good and valuable consideration, Assignor and Assignee agree:
AGREEMENT
1. Assignment of Leases and Security Deposits. Assignor hereby assigns, sells, transfers, sets
over and delivers to Assignee all of Assignor’s right, title and interest in and to the
Operational Leases, the Tenant Leases and the Security Deposits.
2. Assignee’s Responsibility for Leases. Assignee hereby agrees to be responsible for all
covenants and obligations to be performed, fulfilled or complied with by Assignor under
the Operational Leases and the Tenant Leases to the extent arising on or after the Effective
Time, including any related Cure Costs.
3. Notices. Immediately following the Closing, Assignor and Assignee shall give notice to
the landlords of the Operational Leases and the tenants under the Tenant Leases that
Assignee has agreed to be responsible for the respective lease.
4. Governing Law. This Assignment and the legal relations between the parties hereto shall
be governed by and be construed in accordance with the laws of the State of California.
5. Counterparts. This Assignment may be executed in counterparts, each of which shall
constitute an original. This Assignment shall only be effective if a counterpart is signed
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by both Assignor and Assignee. Signatures to this Assignment created by the signer by
electronic means and/or transmitted by telecopy, email, or other electronic transmission
shall be valid and effective to bind the party so signing.
6. Purchase Agreement. This Assignment is executed and delivered in connection with the
Agreement. Notwithstanding anything herein to the contrary, nothing herein shall in any
way alter or waive the promises, agreements, and covenants set forth in the Agreement,
and in the event of a conflict between the terms of this Assignment and the Agreement, the
Agreement shall control.
7. Successors and Assigns. This Assignment and all of the provisions hereof shall be binding
upon, and inure to the benefit of, the successors and assigns of the parties hereto permitted
under the Agreement.
8. Miscellaneous. If any term or provision of this Assignment shall be held invalid or
unenforceable, the remainder of this Assignment shall not be affected. This Assignment
may not be amended or altered except by a written instrument executed by Assignor and
Assignee.

Page 2
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IN WITNESS WHEREOF, the parties have executed this Assignment as of the date first written
above.
ASSIGNOR:

ASSIGNEE:

[Insert Name]

[Insert Name]

By:
Name:
Title:

By:
Name:
Title:

Signature Page – Real Estate Assignment Agreement
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EXHIBIT A
DESCRIPTION OF OPERATIONAL LEASES (INCLUDING SECURITY DEPOSITS)
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EXHIBIT B
DESCRIPTION OF TENANT LEASES (INCLUDING SECURITY DEPOSITS)

US_Active\114572725\V-1

Exhibit 1.4.3

Recording Requested By:
When Recorded Mail to:
___________________________________
___________________________________
___________________________________
Attn: _____________________________
(Space Above This Line For Recorder’s Use)
QUITCLAIM DEED
Assessor’s Parcel Number(s):
The undersigned Grantor(s) declare(s) under penalty of perjury that the following is true and correct:
Documentary transfer tax is $
 Computed on full value of property conveyed, or
 Computed on full value less value of liens and encumbrances remaining at time of sale or transfer.
 Unincorporated area: □ City of _____________________

FOR A VALUABLE CONSIDERATION, receipt of which is hereby acknowledged, Seton
Medical Center, a California nonprofit public benefit corporation (“Grantor”),
hereby REMISES, RELEASES AND FOREVER QUITCLAIMS to
AHMC Healthcare Inc, a California corporation (“Grantee”),
All that certain real property in the City of Daly, County of San Mateo, State of California
described on Exhibit “A” attached hereto and incorporated herein.
Dated: ___________, 20__

SETON MEDICAL CENTER, a California nonprofit
public benefit corporation
By:
Name:
Title:

Mail Tax Statements to:________________________________________________________
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STATE OF CALIFORNIA

)

COUNTY OF _____________

)

)
On __________________, before me, _____________________________________, Notary Public,
personally appeared
who proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) is/are
subscribed to the within instrument and acknowledged to me that he/she/they executed the same in
his/her/their authorized capacity(ies), and that by his/her/their signature(s) on the instrument the
person(s), or the entity upon behalf of which the person(s) acted, executed the instrument.
I certify under PENALTY OF PERJURY under the laws of the State of California that the foregoing
paragraph is true and correct.
WITNESS my hand and official seal.

Signature

US_Active\114572728\V-1

(Seal)

EXHIBIT “A”
LEGAL DESCRIPTION
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Exhibit 1.4.4
ASSIGNED CONTRACT TRANSFER AGREEMENT
This Assigned Contract Transfer Agreement (this “Transfer Agreement”) is made and
entered into as of this [________] day of [_____________, 20[_], by and among by and among
Seton Medical Center, a California nonprofit public benefit corporation (“Seton”), Verity
Holdings, LLC (“Verity Holdings”), a California limited liability company and Verity Health
System of California, Inc., a California nonprofit public benefit corporation (“VHS” and,
together with Seton and Verity Holdings, the “Sellers” and each individually a “Sellers”) and
AHMC Healthcare Inc., a California corporation (“Purchaser”). Sellers and Purchaser may each
be referred to herein as a “Party,” and collectively as the “Parties.”
The Parties are entering into this Transfer Agreement pursuant to that certain Asset
Purchase Agreement entered into by the Parties as of March 30, 2020 (the “Purchase
Agreement”). Capitalized terms used herein that are not defined herein shall have the meanings
ascribed to such terms in the Purchase Agreement. By this instrument, Purchaser and Sellers, for
good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged,
agree as follows:
1.
Assignment of Transferred Obligations.
Agreement, Sellers hereby assign to, and Purchaser
agrees to discharge on or after the Effective Time,
Section 1.9 of the Purchase Agreement, and no other
kind.
2.

Subject to the terms of the Purchase
hereby agrees to be responsible for and
the Transferred Obligations set forth in
obligations or liabilities of Sellers of any

Miscellaneous Provisions.

a.
Purchase Agreement. This Transfer Agreement is executed and delivered in
connection with the Purchase Agreement. Notwithstanding anything herein to the contrary,
nothing herein shall in any way alter or waive the promises, agreements, and covenants set forth
in the Purchase Agreement, and in the event of a conflict between the terms of this Transfer
Agreement and the Purchase Agreement, the Purchase Agreement shall control.
b.
Notices. All notices or other communications or deliveries provided for
hereunder shall be given as provided in the Purchase Agreement.
c.
Successors in Interest. This Transfer Agreement and all of the provisions hereof
shall be binding upon, and inure to the benefit of, the successors and assigns of the parties hereto
permitted under the Purchase Agreement.
d.
Governing Law; Venue. This Agreement shall be construed, performed, and
enforced in accordance with, and governed by, the laws of the State of California (without giving
effect to the principles of conflicts of laws thereof), except to the extent that the laws of such
State are superseded by the Bankruptcy Code or other applicable federal law. For so long as
Sellers are subject to the jurisdiction of the Bankruptcy Court, the Parties irrevocably elect, as
the sole judicial forum for the adjudication of any matters arising under or in connection with
this Transfer Agreement, and consent to the exclusive jurisdiction of, the Bankruptcy Court, and
thereafter, the Parties irrevocably elect, as the sole judicial forum for the adjudication of any
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matters arising under or in connection with this Transfer Agreement, and consent to the
exclusive jurisdiction of, the courts in Los Angeles, California. The Parties hereby consent to the
jurisdiction of such courts and waive their right to challenge any proceeding involving or relating
to this Transfer Agreement on the basis of lack of jurisdiction over the person or forum non
conveniens.
e.
Counterparts. This Transfer Agreement may be executed in any number of
counterparts, each of which shall be deemed an original, but all of which together shall constitute
one and the same agreement, binding on all of the Parties. The Parties agree that signatures to
this Transfer Agreement created by the signer by electronic means shall be valid and effective to
bind the Party so signing, and signatures transmitted by facsimile or electronic pdf shall be
deemed originals for all purposes hereof and that a Party may produce such copies, without the
need to produce original signatures, to prove the existence of this Transfer Agreement in any
proceeding brought hereunder.
f.
Further Assurances. Whenever requested to do so by the other Party, each Party
shall execute, acknowledge, and deliver any further conveyances, assignments, confirmations,
satisfactions, releases, powers of attorney, instruments of further assurance, approvals, consents,
and any further instruments or documents that are necessary, expedient, or proper to complete
any conveyances, transfers, sales, and assignments contemplated by this Transfer Agreement. In
addition, each Party shall do any other acts and execute, acknowledge, and deliver any requested
documents in order to carry out the intent and purpose of this Transfer Agreement.
g.
Amendment. This Transfer Agreement may not be amended or altered except by
a written instrument executed by all of the Parties.
h.
No Third Party Beneficiary. Nothing in this Transfer Agreement is intended to
or will confer upon any Person other than the Parties, and their respective successors and
permitted assigns, any rights, benefits, or remedies of any nature whatsoever under or by reason
of this Transfer Agreement or any transaction contemplated by this Transfer Agreement.

[Signature Page Follows]

2
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IN WITNESS WHEREOF, this Transfer Agreement has been duly executed as of the
date first written above.
PURCHASER:
AHMC Healthcare Inc.
Signature:
Print Name:
Title:
Date:
SELLERS:
Verity Health System of California, Inc.
Signature:
Print Name:
Title:
Date:
Verity Holdings, LLC
Signature:
Print Name:
Title:
Date:
Seton Medical Center
Signature:
Print Name:
Title:
Date:

[Signature Page to Assigned Contract Transfer Agreement]
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______

Exhibit 4.9
Transferred Private Payor Agreements
1.

Definitions:

“Payor” means the non-debtor counter-party to a Private Payor Agreement.
“Purchaser Contracted Payment” means the contractual reimbursement due from a Payor (i) to
Sellers under a Private Payor Agreement for covered services rendered by Hospital under such
agreement with a date of service after the Effective Time and prior to the Licensure Date, and (ii)
to Purchaser under a Transferred Private Payor Agreement for covered services rendered by
Hospital under such agreement with a date of service after the Licensure Date.
“Purchaser Overpayment” means an overpayment made by a Payor on account of a Purchaser
Contracted Payment.
“Purchaser Receivables” means accounts (as that term is defined in the Uniform Commercial
Code) earned by Purchaser (a) under any Private Payor Agreement pursuant to the IMA for
covered services rendered between the period from the Effective Time through the Licensure Date,
and (b) under any Transferred Private Payor Agreement for covered services rendered after the
Licensure Date.
“Seton Contracted Payment” means the contractual reimbursement due from a Payor to Sellers
under a Private Payor Agreement for covered services rendered by Hospital under such agreement
with a date of service on or prior to the Effective Time.
“Seton Overpayment” means an overpayment made by a Payor on account of a Seton Contracted
Payment.
“Seton Receivables” means Accounts Receivable earned under any Private Payor Agreement
prior to the Effective Time.
“True-up” shall refer to the following reconciliation procedure: On the last business day of each
calendar quarter (or partial calendar quarter) commencing on the Licensure Date through
December 31, 2021, (a) Sellers shall identify and report to Purchaser the amount and other
applicable details of any Purchaser Overpayment that has been remitted to Sellers during the
reporting period, and (b) Purchaser shall identify and report to Sellers the amount and other
applicable details of any Seton Overpayment that has been remitted to Purchaser during the
reporting period. For each reporting period, the foregoing amounts shall be offset and any net
balance shall be paid by Sellers or Purchaser, as applicable, to the other party not later than five
business days following the date of delivery of each quarterly report. Sellers and Purchaser shall
resolve any discrepancies in their respective reports under Section 12.1 of this Agreement.
2.
Seller Responsibility. Sellers shall be responsible, vis-à-vis the Payors, for any Seton
Overpayment that is remitted either to Sellers or to Purchaser. Purchaser agrees, however, that
any Seton Overpayment that is remitted to Purchaser shall be subject to True-Up. Sellers agree to
indemnify and hold harmless Purchaser for any Seton Overpayment that is deducted from, or
recouped against, any Purchaser Receivables, and in furtherance thereof Sellers agree that,
1
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pursuant to the terms of the Indemnity Escrow Agreement to be entered into between the parties,
Purchaser shall be authorized to withdraw from the Indemnity Escrow Fund, upon Purchaser’s
written instruction to the escrow agent and with written notice to Sellers, any Seton Overpayment
that is deducted from, or recouped against, any Purchaser Receivables. Notwithstanding the
foregoing, in the event that Sellers dispute any such Seton Overpayment claim and prevail in such
claim, to the extent that Purchaser is later credited for any such Payor deduction or recoupment
against any Purchaser Receivables for which Purchaser had withdrawn funds from the Indemnity
Escrow Fund as provided for herein, then Purchaser shall remit funds equal to such credit to Sellers
within five (5) business days after Purchaser receives such credit.
3.
Purchaser Responsibility. Purchaser shall be responsible, vis-à-vis the Payors, for any
Purchaser Overpayment that is remitted either to Purchaser or to Sellers. Sellers agree, however,
that any Purchaser Overpayment that is remitted to Sellers shall be subject to True-Up. Purchaser
agrees to indemnify and hold harmless Sellers for any Purchaser Overpayment that is deducted
from, or recouped against, any Seton Receivables.
4.
Payor Disputes. Nothing in this Agreement shall affect the applicable party’s right to
dispute or appeal the validity of any alleged Seton Overpayment or alleged Purchaser
Overpayment.
5.
Adequate Assurance. The Seller and Purchaser agree to cooperate to confirm the
provisions of this Exhibit 4.9 with any Payor under a Transferred Private Payor Agreement in
order to provide adequate assurances of cure and compensation to such Payor pursuant to Sections
365(b) and (f) of the Bankruptcy Code. Sellers and Purchaser acknowledge and agree that (a) the
Sale Order shall authorize a Payor to continue to exercise its defenses to reimbursement for
covered services based on an overpayment, and (b) overpayments do not constitute Cure Costs
under this Agreement. If a Payor does not agree to the provisions of this Exhibit at least thirty (30)
days prior to the Closing Date, such Private Payor Agreement shall be removed from Schedule
1.11(c) and shall be an Excluded Asset.
6.
Payor Release. Following the Licensure Date, pursuant to Section 365(k) of the
Bankruptcy Code, Sellers shall be relieved and released by a Payor from any obligation to any
Payor on account of any overpayment or otherwise under any Transferred Private Payor
Agreement.

2
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DISCLOSURE SCHEDULES
To
ASSET PURCHASE AGREEMENT
By and Among
Verity Health System of California, Inc., Verity Holdings, LLC,
Seton Medical Center
and
AHMC Healthcare Inc.

Dated March 30, 2020
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Permit to Operate – Food Prep (11-100) and LHCF Food Prep
(over 100 beds)
Diabetes Self-Management Education Program Recertification

FA0017183 (Permit # PT0006834
and PT0002090)
3360

8/31/2020
5/9/2023

Conveyance Permit

49252

8/22/2020

Conveyance Permit

42282

6/20/2020

Conveyance Permit

42283

6/20/2020

Conveyance Permit

41854

6/20/2020

Conveyance Permit

42281

6/20/2020

Conveyance Permit

48856

6/28/2019

Conveyance Permit

41857

Inspected,
awaiting
renewed
permit.
6/20/2020

Conveyance Permit

68597

6/20/2020

Conveyance Permit

68598

6/20/2020

Haz Mat Certification Registration -Stericycle

051016 550 027YA

3/31/2020

Hazard waste transporter registration

5791

4/30/2020

ACR Mammography

2/27/2021

Mammography X-Ray Equipment and Facility Accreditation
Certificates

Facility #: 35539
Certificate #:19031, 19032, 19033

2/27/2021

FDA Certified Mammography Facility Certificate

156463

2/27/2021

Hazardous Waste Materials Registration

Site: 203048
Generator: (a) 735952-03
(b) 735950-03
(c) 917260-02
(d) 836234-02
(e) 836237-02
(f) 836238-02
(g) 836239-02
(h) 735945-03
(i) 735958-03
(j) 798252-02
(k) 975827-01
(l) 975831-01
(m) 782341-003
(n) 975828-01
(o) 975824-01
(p) 975820-01
(q) 980575-01
(r) 735954-004
(s) 735957-003
(t) 980588-01
(u) 735961-04

4
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(a)
1/31/2021
(b)
1/31/2020
(c)
1/31/2021
(d)
3/31/2020
(e)
3/31/2020
(f)
3/31/2020
(g)
3/31/2020
(h)
1/31/2021
(i)
1/31/2021
(j)
12/31/2019
(k)
9/30/2020
(l)
9/30/2020

10087

(m)
9/30/2020
(n)
9/30/2020
(o)
9/30/2020
(p)
9/30/2020
(q)
9/30/2020
(r)
1/31/2021
(s)
1/31/2020
(t)
9/30/2020
(u)
1/31/2021
9/3/2021

Radioactive Material License

1391-41

Through
2021
6/3/2024

Joint Commission SMC Hospital Accreditation

10087

8/19/2020

College of American Pathologists Laboratory Accreditation
(SMC)

2369901

8/22/2021

Clinical Laboratory License (SMC)

CLF 00000798

12/28/2020

CLIA Accreditation (SMC)

05D0673829

2/27/2021

Weights & Measures License

2152

12/31/2019

Federal Communications Commission Private Radio Licenses (Seton Medical Center Coastside)

WNYW584

Awaiting
renewed
certificate.
3/23/2022

Federal Communications Commission Private Radio Licenses (Seton Medical Center)

WPUI949

3/14/2022

Medical Waste transfer station permit - Stericycle

TS-114

12/15/2021

Medical Waste transfer station permit - Stericycle

TS-109

12/27/2023

Sterile Compounding Pharmacy License

LSC 100405

2/1/2021

ACR Accreditation

Siemens Somatom Sensation 16 2003

10/10/2020

ACR Accreditation

General Electric Medical
Systems CTI-Performix 1998

10/10/2020

DEA Controlled Substances Registration Certificate (Daly City)

BS7757430

2/28/2023

DEA Controlled Substances Registration Certificate (Coastside)

BS7757442

2/28/2023

Certificate Reportable Sources of Radiation (SMCC)

FAC00032490

6/30/2021

Tissue Bank License (SMC)

CTB 00080703

12/12/2020

Tissue Bank License (Advanced Wound Care)

CTB 00081131

12/12/2020

Hospital Pharmacy Permit (SMC)

HSP 45703

2/01/2021

Joint Commission Primary Stroke Certification
Commission on Cancer Accreditation

5
US_Active\114425177\V-3

Schedule 1.7(u) - Purchased Verity Holdings Assets

See Schedule 1.4.3 - Owned Real Property.

19
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Schedule 1.7(w) - Excluded Claims, Counterclaims and Causes of Action Against
Purchaser

None.

20
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Schedule 1.7 - Permitted Exceptions

All exceptions set forth in the Title Commitments described and as modified in Schedule 8.7.

21
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Schedule 1.8(ee) - Other Excluded Assets

None.

22
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Schedule 1.9(k) - Other Assumed Obligations

None.

23
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Schedule 1.11(c) - Required Assigned Contracts

To be provided by Purchaser, in accordance with the terms of the Agreement.

24
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Schedule 2.4 - Material Breach

None.

25
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Schedule 2.5 - Brokers and Finders

Cain Brothers, a division of KeyBanc Capital Markets.
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Schedule 2.8 - Legal Requirements

See Confidential Side Disclosure Letter.
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Schedule 2.9 - Required Consents

Private payors will require Purchaser to provide adequate assurances.

28
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Schedule 2.10(a) - Phase I Environmental Site Assessments

See attached folder “Schedule 2.10(a) - Phase I Environmental Site Assessments”

29
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Schedule 2.10(b) - Environmental Matters

According to the Phase I Environmental Site Assessment for 1800 and 1850 Sullivan Avenue
Daly City, San Mateo County, California 94015, dated March 20, 2020 (“1800 Sullivan Phase
I”), a 500-gallon gasoline underground storage tank was removed from the subject property in
1987. The 1800 Sullivan Phase I recommended a Phase II Subsurface Investigation be conducted
to determine if such 500-gallon gasoline underground storage tank has adversely impacted the
subject property.

30
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Schedule 2.12 - Missing Material Licenses

None, other than those licenses and permits that are in the process of being renewed in the
ordinary course of business.
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Schedule 2.13 - Historical Financial Statements

(a)
See attached folder “Schedule 2.13 - Historical Financial Statements”
(b)
None.
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Schedule 2.14 - Legal Proceedings

See attached “Schedule 2.14 - Legal Proceedings”
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Schedule 2.15(a) - Seller Plans

See attached folder “Schedule 2.15 - Seller Plans”
Verity Defined Contribution Plans:
 Verity Health System Retirement Plan Account (RPA) – TT080435
 Verity Health System Supplemental Retirement Plan (401(a)) – TT080286
 Verity Health System Supplemental Retirement Plan (TSA) – TT069202
Verity Defined Benefit/Multiemployer Plans
Retirement Plan For Hospital Employees
Medical:
 Verity EPO Plan (EPO1 and EPO2)
 Verity PPO Plan Buy-up (PPO1 - Verity Network, PPO2 - PPO Network and PPO3 Out-of-Network)
Dental:
 Cigna Dental HMO Plan
 Delta Dental PPO Plans (Delta PPO 800 and Delta PPO 1200)
Vision:
 VSP Core Plan (VSP CORE Plan and VSP PLUS Plan)
Health Benefits:
All benefit eligible employees are offered Voluntary Life/AD&D, Short-term Disability (STD),
Long-term Disability (LTD), Long-term Care (LTC), Employee Assistance Program (EAP), and
Flexible Spending Accounts (FSA), except employees represented by CNA are not offered the
LTD Buy-up plan.
 Life/AD&D Insurance through Unum
 Voluntary STD through Cigna
 LTD through Cigna
 LTC through Unum
 Employee Assistance Program through OptumHealth
Reduction in Force Policy:
 Verity has a Reduction in Force Policy which includes two weeks’ notice pay and
severance pay for employees based on the following factors: (i) employee status (nonexempt, exempt or management/directors); and (ii) years of service. Severance pay
ranges from two (2) weeks of pay (non-Exempt and less than three (<3) years of service)
to eighteen (18) weeks of pay (management/directors and over twenty-five (>25) years of
service).

34
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Schedule 2.16 - Hospital Employees

See attached folder “Schedule 2.16 - Hospital Employees”

35
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Schedule 2.17 - Insurance

See attached folder “Schedule 2.17 - Insurance”

36
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Schedule 2.18 - Payer Contracts

See attached folder “Schedule 2.18 - Payer Contracts”

37
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Schedule 2.19 - Excluded Individuals

None.
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Schedule 2.20 - Third Party Payor Cost Reports

Sellers have duly filed all required cost reports for the fiscal years 2017, 2018 and 2019. See
attached folder “Schedule 2.20 - Third Party Payor Cost Reports.”

39
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Schedule 2.21 - Recoupment Claims

None.
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Schedule 3.4 - Purchaser: No Violation

None.

41
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Schedule 3.7 - Purchaser: Legal Proceedings

None.

42
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Schedule 5.3 - Purchaser: Hired Employees

To be provided by Purchaser, in accordance with the terms of the Agreement.

43
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Schedule 8.5 - Attorney General Provisions
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Conditions to the Sale of Seton Medical Center1 and Seton Coastside2 and Approval of the
Asset Purchase Agreement by and among Verity Health System of California, Inc., Verity
Holdings, LLC, St. Francis Medical Center, St. Vincent Medical Center, St. Vincent
Dialysis Center, Inc., Seton Medical Center, and Strategic Global Management,
Inc.[Purchaser]
I.
These Conditions shall be legally binding on Verity Health System of California, Inc., a
California nonprofit public benefit corporation, Verity Holdings, LLC, a California limited
liability company, St. Francis Medical Center, a California nonprofit public benefit corporation,
St. Vincent Medical Center, a California nonprofit public benefit corporation, St. Vincent
Dialysis Center, Inc., a California nonprofit public benefit corporation, Seton Medical Center, a
California nonprofit public benefit corporation, St. Francis Medical Center Foundation, a
nonprofit public benefit corporation, St. Vincent Foundation, a California nonprofit corporation,
Seton Medical Center Foundation, a California nonprofit corporation, Verity Business Services,
a California nonprofit public benefit corporation, Verity Medical Foundation, a California
nonprofit public benefit corporation, St. Vincent de Paul Ethics Corporation, a California
nonprofit public benefit corporation, St. Vincent Dialysis Center, Inc., a California nonprofit
public benefit corporation, Marillac Insurance Company, Ltd., a Cayman Islands corporation,
DePaul Ventures, LLC, a California limited liability company, DePaul Ventures – San Jose
ASC, LLC, a California limited liability company, DePaul Ventures – San Jose Dialysis, LLC, a
California limited liability company, and Strategic Global Management, Inc.[Purchaser], a
California corporation_______, any other subsidiary, parent, general partner, managerlimited
partner, member, affiliate, successor, successor in interest, assignee, or person or entity serving
in a similar capacity of any of the above-listed entities including, but not limited to, any entity
succeeding thereto as a result of consolidation, affiliation, merger, or acquisition of all or
substantially all of the real property or operating assets of Seton Medical Center and Seton
Coastside, or the real property on which Seton and Seton Coastside are located, any and all
current and future owners, lessees, licensees, or operators of Seton Medical Center and Seton
Coastside, and any and all current and future lessees and owners of the real property on which
Seton Medical Center and Seton Coastside are located.
II.

Throughout this document, the term “Seton Medical Center” shall mean the general acute care
hospital located at 1900 Sullivan Ave., Daly City, CA 94015, and any other clinics, laboratories,
units, services, or beds included on the license issued to Seton Medical Center by the California
Department of Public Health, effective January 1, 2019, unless otherwise indicated.
1

Throughout this document, the term “Seton Coastside” shall mean the skilled nursing facility
with 5 general acute care beds located at 600 Marine Boulevard, Moss Beach, CA 94038-9641,
and any other clinics, laboratories, units, services, or beds included on the license issued to Seton
Medical Center by the California Department of Public Health, effective January 1, 2019, unless
otherwise indicated.
2

1

The transaction conditionally approved by the Attorney General consists of the Asset Purchase
Agreement dated January 8, 2019_________, by and among, Verity Health System of California,
Inc., a California nonprofit public benefit corporation, Verity Holdings, LLC, a California
Limited liability company, St. Francis Medical Center, a California nonprofit public benefit
corporation, St. Vincent Medical Center, a California nonprofit public benefit corporation, St.
Vincent Dialysis Center, Inc., a California nonprofit public benefit corporation, Seton Medical
Center, a California nonprofit public benefit corporation, and Strategic Global Management,
Inc.[Purchaser], a California corporation____________, and any agreements or documents
referenced in or attached to as an exhibit or schedule and any other documents referenced in the
Asset Purchase Agreement, including, but not limited to, the Sale Leaseback Agreement and
Interim Management Agreement. .
All the entities listed in Condition I, and any other parties referenced in the above agreements
shall fulfill the terms of the agreements or documents and shall notify and obtain the Attorney
General’s approval in writing of any proposed modification or rescission of any of the terms of
these agreements or documents. Such notifications shall be provided at least sixty days prior to
their effective date in order to allow the Attorney General to consider whether they affect the
factors set forth in Corporations Code section 5917 and obtain the Attorney General’s approval.
III.
For approximately 6 years (until December 13, 2025) from the closing date of the Asset Purchase
Agreement, Verity Health System of California, Inc., Verity Holdings, LLC, Strategic Global
Management, Inc.[Purchaser], and all future owners, managers, lessees, licensees, or operators of
Seton Medical Center and Seton Coastside shall be required to provide written notice to the
Attorney General sixty days prior to entering into any agreement or transaction to do any of the
following:
(a) Sell, transfer, lease, exchange, option, convey, manage, or otherwise dispose of Seton
Medical Center or Seton Coastside;
(b) Transfer control, responsibility, management, or governance of Seton Medical Center or
Seton Coastside. The substitution, merger or addition of a new member or members of the
governing body of Strategic Global Management, Inc.[Purchaser] that transfers the control of,
responsibility for or governance of Seton Medical Center or Seton Coastside, shall be deemed a
transfer for purposes of this Condition. The substitution or addition of one or more members of
the governing body of Strategic Global Management, Inc.,[Purchaser] or any arrangement,
written or oral, that would transfer voting control of the members of the governing body of
Strategic Global Management, Inc.[Purchaser] shall also be deemed a transfer for purposes of
this Condition.

2

IV.
For the remainder of the term3 (until December 13, 2025), Seton Medical Center (including
Seton Coastside because both facilities are on the same license) shall be operated and maintained
as a licensed general acute care hospital (as defined in California Health and Safety Code Section
1250).
V.
For the remainder of the term (until December 13, 2025), Seton Medical Center shall maintain
24-hour emergency medical services at a minimum of 18 treatment stations with the same types
and/or levels of services, including:
a. Designation as a STEMI Receiving Center; and
b. Advanced certification as a Primary Stroke Center;
VI.
For the remainder of the term (until December 13, 2025), Seton Medical Center shall maintain
the following services at current4 licensure, types, and/or levels of services, including:
a. Cardiac services, including the 2 cardiac catheterization labs;
b. Critical care services, including a minimum of 20 intensive care/coronary care beds;
c. Psychiatric services, including a minimum of 22 distinct part beds with at least 20
beds available for the geriatric psychiatric unit;
d. Women’s health services, including the Seton Breast Health Center and women’s
imaging and mammography services; and
e. Sub-acute services, including a minimum of 44 sub-acute beds and Medi-Cal
Certification as a sub-acute unit.
For the remainder of the term (until December 13, 2025), [Purchaser] Strategic Global
Management, Inc. shall not place all or any portion of its above-listed licensed-bed capacity or
services in voluntary suspension or surrender its license for any of these beds or services.
VII.

The term “For the remainder of the term” refers to the Conditions to Change in Control and
Governance of Seton Medical Center and Seton Coastside and Approval of the System
Restructuring and Support Agreement by and among Daughters of Charity Ministry Services
Corporation, Daughters of Charity Health System, Certain Funds Managed by BlueMountain
Capital Management, LLC, and Integrity Healthcare, LLC., dated December 3, 2015. The
System Restructuring and Support Agreement closed on December 14, 2015.
3

The term “current” or “currently” throughout this document means as of January 1,
2019_______.
4

3

For at least five years from the closing date of the Asset Purchase Agreement, Seton Medical
Center shall maintain the following services at current licensure, types, and/or levels of services:
a. Gastroenterology services, including enteroscopy, endoscopy, and colonoscopy services;
b. Cancer services, including inpatient oncology services, interventional radiology, radiation
therapy, and for those patients that may be in need of infusion therapy treatment, a referral
process to other nearby hospitals or clinics, including Stanford Cancer Center, UCSF
Helen Diller Comprehensive Care Cancer Clinic, St. Mary’s Cancer Center, or other
health facility that provides infusion therapy services. The referral process shall be
memorialized in the policies and procedures at Seton Medical Center and should include
procedures on how to assist patients with accessing infusion therapy at the nearby
hospitals or clinics, and the transferring of patient medical records;
c. Written policies or procedures that refers patients that require medical infusion to be
referred to another nearby hospital or entity that provides medical infusion services;
d. Orthopedics and rehabilitation services, including spine care services;
e. Diabetes services, including Northern California Diabetes Institute;
f. Wound care services, including Seton Center for Advanced Wound Care; and
g. Nephrology services.
Strategic Global Management, Inc.For at least five years from the closing date of the Asset
Purchase Agreement, [Purchaser] shall not place all or any portion of its above-listed licensed bed
capacity or services in voluntary suspension or surrender its license for any of these beds or
services.
VIII.
For the remainder of the term (until December 13, 2025), Seton Medical Center shall maintain
the following services at current licensure, types, and/or levels of services at Seton Coastside
including:
a. 24-hour “standby” Emergency Department, with a minimum of 7 treatment stations; and
b. Skilled nursing services, including a minimum of 116 licensed skilled nursing beds.
IX.
For at least five years from the closing date of the Asset Purchase Agreement, Strategic Global
Management, Inc.[Purchaser] shall either: (1) operate clinics (listed below) with the same
number of physicians and mid-level provider full-time equivalents in the same or similar
alignment structures, or (2) sell the clinics (listed below) with the same number of physician and
mid-level provider full-time equivalents and require the purchaser(s) to maintain such services
for 5 years from the closing date of the Asset Purchase Agreement and to participate in the MediCal and Medicare programs as required in the conditions herein, or (3) ensure that a third party is
operating the clinics (listed below) with the same number of physician and mid-level provider
full-time equivalents and require the third party to maintain such services for 5 years from the

4

closing date of the Asset Purchase Agreement and to participate in the Medi-Cal and Medicare
programs as required in the conditions herein. For any of these options, each clinic can be
moved to a different location within a three-mile radius of each clinic’s current location, and
Seton Medical and Seton Coastside can utilize an alternative structure in providing such services.
The following clinics are subject to this condition and shall maintain the same types and/or levels
of services provided, including women’s healthcare services, and mammography services:
a. Women’s Health Services, located at 1850 Sullivan Avenue, Suite 190, Daly City,
California
b. Imaging Services located at 1850 Sullivan Avenue, Suite 100, Daly City, California; and
c. Wound Care Services, located at 1850 Sullivan Avenue, Suite 115 Daly City, California.
X.
For six fiscal years from the closing date of the Asset Purchase Agreement, Strategic Global
Management, Inc.[Purchaser] shall provide an annual amount of Charity Care (as defined below)
at Seton Medical Center and Seton Coastside equal to or greater than $1,055,863 (the Minimum
Charity Care Amount). For purposes hereof, the term “charity care” shall mean the amount of
charity care costs (not charges) incurred by Strategic Global Management, Inc.[Purchaser] in
connection with the operation and provision of services at Seton Medical Center and Seton
Coastside. The definition and methodology for calculating “charity care” and the methodology
for calculating “costs” shall be the same as that used by Office of Statewide Health Planning
Development (OSHPD) for annual hospital reporting purposes.5
Strategic Global Management, Inc.[Purchaser] shall use and maintain a charity care policy that is
no less favorable than Verity Health System of California, AHMC Healthcare Inc.’s current
Ccharity Ccare Ppolicy (Verity’s Financial Assistance Policy No. 06.03.04 effective on January
1, 2007December 5, 2017 and revised and reviewed June 20, 2018on January 1, 2015) and in
compliance with California and Federal law. at Seton Medical Center and Seton Coastside.
Within 90 days from the closing of the Asset Purchase Agreement, Strategic Global
Management, Inc.[Purchaser] will amend the Financial Assistance Policy to include as
follows:shall take the following steps to ensure that patients at Seton Medical Center and Seton
Coastside are informed about the hospitals’ Financial Assistance Policy:
a. A copy of the Financial Assistance Policy and the plain language summary of the
Financial Assistance Policy must be posted at Seton Medical Center and Seton Coastside
in a prominent location in the emergency room, admissions area, and any other location
in the hospital where there is a high volume of patient traffic, including waiting rooms,
billing offices, and hospital outpatient service settings.
5

OSHPD defines charity care by contrasting charity care and bad debt. According to OSHPD,
“the determination of what is classified as . . . charity care can be made by establishing whether
or not the patient has the ability to pay. The patient’s accounts receivable must be written off as
bad debt if the patient has the ability but is unwilling to pay off the account.”
5

b. A copy of the Financial Assistance Policy, the Application for Financial Assistance, and
the plain language summary of the Financial Assistance Policy must be posted in a
prominent place on each Seton Medical Center’s and Seton Coastside’s website(s).
c. If requested by a patient, a copy of the Financial Assistance Policy, Application for
Financial Assistance, and the plain language summary must be sent by mail at no cost to
the patient.
d. As necessary, and at least on an annual basis, Strategic Global Management,
Inc.[Purchaser] will place an advertisement regarding the availability of financial
assistance at Seton Medical Center and Seton Coastside in a newspaper of general
circulation in the communities served by the hospitals, or issue a Press Release to widely
publicize the availability of the Financial Assistance Policy to the communities served
by the hospitals.
e. Strategic Global Management, Inc.[Purchaser] will work with affiliated organizations,
physicians, community clinics, other health care providers, houses of worship, and other
community-based organizations, including but not limited to community clinics and
other health care providers, to notify members of the community (especially those who
are most likely to require financial assistance) about the availability of financial
assistance at Seton Medical Center and Seton Coastside.
f. By December 1, 2019,________, 2020, all staff that interacts with patients and their
families concerning payment of services shall be given training to make patients and
their families aware of and informed of Strategic Global Management,
Inc.’s[Purchaser]’s Financial Assistance Policy at Seton Medical Center and Seton
Coastside.
Any planning of, and any subsequent changes to, the charity care and collection policies, and
charity care services provided at Seton Medical Center and Seton Coastside shall be decided
after consultation with the Local Governing Board of Directors.
Strategic Global Management, Inc.’s[Purchaser] obligation under this Condition shall be
prorated on a daily basis if the closing date of the Asset Purchase Agreement is a date other than
the first day of Verity Health System of California, Inc.’s [Purchaser]’s fiscal year.
For the second fiscal year and each subsequent fiscal year, the Minimum Charity Care Amount
shall be increased (but not decreased) by an amount equal to the Annual Percent increase, if any,
In the 12 Months Percent Change: All Items Consumer Price Index for All Urban Consumers in
the San Francisco-Oakland-San Jose, California Average Base Period: 1928-84=100 (as
published by the U.S. Bureau of Labor Statistics). If the actual amount of charity care provided
at Seton Medical Center and Seton Coastside for any fiscal year is less than the Minimum
Charity Care Amount (as adjusted pursuant to the above-referenced Consumer Price Index)
required for such fiscal year, Strategic Global Management, Inc.[Purchaser] shall pay an amount
equal to the deficiency to one or more tax-exempt entities that provide direct healthcare services
to residents in the Seton Medical Center service area (14 ZIP codes), as described on page 54 in
the Healthcare Impact Report authored by JD Healthcare dated August 19, 2019. (Exhibit 1.)
Such payments(s) shall be made within six months following the end of such fiscal year.
XI.
6

For six fiscal years from the closing day of the Asset Purchase Agreement Strategic Global
Management, Inc.[Purchaser] shall provide an annual amount of Community Benefit Services at
Seton Medical Center and Seton Coastside equal to or greater than $685,870 (the “Minimum
Community Benefit Services Amount”) exclusive of any funds from grants. For six fiscal years,
the following community benefit programs and services shall continue to be offered at its current
or equivalent location:
a. Health Benefits Resource Center; and
b. RotaCare Clinic
The planning of, and any subsequent changes to, the community benefit services provided at
Seton Medical Center shall be decided after consultation with the Local Governing Board of
Directors.
Strategic Global Management, Inc.’s[Purchaser] obligation under this Condition shall be
prorated on a daily basis if the effective date of the Asset Purchase Agreement is a date other
than the first day of the Verity Health System of California, Inc.’s[Purchaser]’s fiscal year.
For the second fiscal year and each subsequent fiscal year, the Minimum Community Benefit
Services Amount shall be increased (but not decreased) by an amount equal to the Annual
Percent increase, if any, in the 12 Months Percent Change: All Items Consumer Price Index for
All Urban Consumers in the San Francisco-Oakland-San Jose, California Average Base Period:
1982-84=100 (as published by the U.S. Bureau of Labor Statistics). If the actual amount of the
community benefit services provided at Seton Medical Center and Seton Coastside for any fiscal
year is less than the Minimum Community Benefit Services Amount (as adjusted pursuant to the
above-referenced Consumer Price Index) required for such fiscal year, Strategic Global
Management, Inc.[Purchaser] shall pay an amount equal to the deficiency to one or more taxexempt entities that provide community benefit services for residents in Seton Medical Center’s
service area (14 ZIP codes), as defined on as described on page 54 in the Healthcare Impact
Report authored by JD Healthcare dated August 19, 2019. (Exhibit 1.) Such payment(s) shall be
made within six months following the end of such fiscal year.
XII.
For the remainder of the term (until December 13, 2025), Strategic Global Management,
Inc.[Purchaser] shall:
a) Be certified to participate in the Medi-Cal program at Seton Medical Center and Seton
Coastside:
b) Maintain and have a Medi-Cal Managed Care contract with San Mateo Health Commission
dba Health Plan of San Mateo or its successor to provide the same types and levels of emergency
and non-emergency services at Seton Medical Center and Seton Coastside to Medi-Cal
beneficiaries (both Traditional Medi-Cal and Medi-Cal Managed Care) as required in these
7

Conditions, on the same terms and conditions as other similarly situated hospitals offering
substantially the same services, without any loss, interruption of service or diminution in quality,
or gap in contracted hospital coverage, unless the contract is terminated for cause or not extended
or renewed by the Medi-Cal Managed Care Plan.

If Strategic Global Management, Inc.[Purchaser] questions whether it is being reimbursed on the
same terms and conditions as other similarly situated hospitals offering substantially the same
services, it shall notify the Attorney General’s Office with at least 120 days’ notice prior to
taking any action that would effectuate any loss, interruption of service or diminution in quality,
or gap in contracted hospital coverage or prior to giving any required notice of taking such
action.
c) Be certified to participate in the Medicare program by maintaining a Medicare Provider
Number to provide the same types and levels of emergency and non-emergency services at Seton
Medical Center and Seton Coastside to Medicare beneficiaries (both Traditional Medicare and
Medicare Managed Care) as required in these Conditions.
XIII.
For at least five years from the closing date of the Asset Purchase Agreement unless otherwise
indicated, Strategic Global Management, Inc.[Purchaser] shall maintain its contracts and any
amendments and exhibits thereto with the County of San Mateo, unless otherwise terminated by
the County of San Mateo, for services, including the following:
a. Participation in the Hospital Preparedness Program between the Hospital (jointly with
Seton Coastside) and San Mateo County;
b. STEMI Receiving Center Designation between the Hospital and San Mateo County;
c. Financial Support for Seismic Upgrades between the Hospital and San Mateo County;
d. Information Sharing and Data Use Agreement between the Hospital and the County of
San Mateo Health System;
e. Fee for Service Hospital Services Agreement between the Hospital (jointly with Seton
Coastside) and San Francisco Health Plan;
f. Memorandum of Understanding between the Hospital and San Mateo County Behavioral
Health and Recovery Services Division;
g. Affiliation Agreement for the Radiology Technology Program between the Hospital and
San Mateo College District;
h. Affiliation Agreement for the Registered Nursing Program between the Hospital (jointly
with Seton Coastside) and San Mateo College District;
i. Patient Transfer Agreement between the Hospital and San Mateo County Medical Center;
j. Rail Shuttle Bus Service Administration for Seton Shuttle Agreement between the
Hospital and San Mateo County Transit District;
k. Medical Services Agreement between the Hospital and San Mateo Health Community
Health Authority-Access and Care for Everyone (ACE) Program;
l. Hospital Medi-Cal Hospital Agreement between the Hospital and San Mateo Health
Commission dba Health Plan of San Mateo;
8

m. Memorandum of Understanding for Long Term Care Partnership Program between the
Hospital and San Mateo Health Commission dba Health Plan of San Mateo; and
n. Care Advantage Hospital Service Agreement between the Hospital and San Mateo Health
Commission dba Health Plan of San Mateo.
XIV.

For the remainder of the term (until December 13, 2025), Strategic Global Management,
Inc.[Purchaser] shall have at Seton Medical Center and Seton Coastside Local Governing
Board(s) of Directors. Strategic Global Management, Inc.[Purchaser] shall consult with the
Local Governing Board(s) of Directors prior to making changes to medical services, community
benefit programs, making capital expenditures, making changes to the charity care and collection
policies, and making changes to charity care services provided at Seton Medical Center and
Seton Coastside. The members of the Local Governing Board(s) shall include physicians from
Seton Medical Center’s and Seton Coastside’s medical staff, Seton Medical Center’s and Seton
Coastside’s Chief(s) of Staff, one member designated by the San Mateo County Board of
Supervisors, and community representative from Seton Medical Center’s and Seton Coastside’s
service area (14 ZIP codes), as described on page 54 in the Healthcare Impact Report authored
by JD Healthcare dated August 19, 2019, attached hereto as Exhibit 1, including at least one
member from a local healthcare advocacy group. Such consultation shall occur at least sixty
days prior to the effective date of such changes or actions unless done so on an emergency basis.
The Local Governing Board(s)’s approval is required of all reports submitted to the Attorney
General regarding compliance with these Conditions.
XV.
Strategic Global Management, Inc. shall commit to reserve or expend capital for St. Francis
Medical Center, St. Vincent Medical Center, and Seton Medical Center for capital improvements
to the hospitals over the five-year period from the closing of the Asset Purchase Agreement of
the amount that remains unexpended from the $180 million commitment required of
BlueMountain Capital Management, LLC as part of the Attorney General Conditions approved
on December 3, 2015 but this amount can be no less than $5.8 million among the three hospitals.
XVI.
Strategic Global Management, Inc.[Purchaser] shall maintain privileges for current medical staff
who are in good standing as of the closing date of the Asset Purchase Agreement. Further, the
closing of the Asset Purchase Agreement shall not change the medical staff officers, committee
chairs, or independence of the medical staff, and such persons shall remain in good standing for
the remainder of their tenure at Seton Medical Center and Seton Coastside.
XVII.
Strategic Global Management, Inc.[Purchaser] shall commit the necessary investments required
to meet and maintain OSHPD seismic compliance requirements at Seton Medical Center and
9

Seton Coastside through 2030 under the Alfred E. Alquist Hospital Facilities Seismic Safety Act
of 1983, as amended by the California Hospital Facilities Seismic Safety Act, (Health & Saf.
Code, § 129675-130070). Strategic Global Management, Inc.[Purchaser] shall meet construction
benchmarks which include the starting of construction on the 1963 Tower, and as detailed on the
attached Exhibit 2. [revised benchmarks].
XVIII.
There shall be no discrimination against lesbian, gay, bisexual, or transgender individuals at
Seton Medical Center and Seton Coastside, and no restriction or limitation on providing or
making reproductive health services available at Seton Medical Center and Seton Coastside, its
medical office buildings, or at any of its facilities. Both of these prohibitions shall be set forth in
Strategic Global management, Inc.’s[Purchaser]’s written policies, adhered to, and strictly
enforced.
XVIIIIX.
Within 15 days of the Attorney General’s approval, Seton Medical Center Foundation shall
transfer all charitable assets including, but not limited to, all temporary and permanently
restricted funds to the California Community Foundation.
a)

The funds from Seton Medical Center Foundation, if not previously
restricted to support a specific charitable organization, will be deposited
into the California Community Foundation’s Seton Medical Foundation,
and used to support nonprofit tax-exempt charitable organizations, clinics
and facilities in providing healthcare services to residents of Seton
Medical Foundation’s service area (14 ZIP codes), as described on page
54 in the Healthcare Impact Report authored by JD Healthcare dated
August 19, 2019. (Exhibit 1.) The donated funds shall be maintained and
used for the purposes specified herein for a period of at least five years.

b)

If there are funds from Seton Medical Foundation previously restricted to
support a specific charitable organization, such funds shall be deposited
into a fund or funds at California Community Foundation restricted to
continuing support for such charitable organization or organizations. Such
funds are protected against obsolescence. If the purposes of any restricted
fund become unnecessary, incapable of fulfillment, or inconsistent with
the charitable needs of the community served by California Community
Foundation, the California Community Foundation’s Board of Directors
shall have the ability to modify any restriction or condition on the use such
fund.
XIXX.

For six fiscal years from the closing date of the Asset Purchase Agreement Strategic Global
Management, Inc.[Purchaser] shall submit to the Attorney General, no later than four months
10

after the conclusion of each fiscal year, a report describing in detail compliance with each
Condition set forth herein. The Chairman of the Board of Directors of Strategic Global
Management, Inc.[Purchaser] shall certify that the report is true, accurate, and complete and
provide documentation of the review and approval of the report by the Local Governing Board.
XXI.
At the request of the Attorney General, all parties listed in Condition I, Verity Health System of
California, Inc., Verity Holdings, LLC, Strategic Global Management, Inc.,[Purchaser] and any
other parties referenced in the agreements listed in Condition II shall provide such information as
is reasonably necessary for the Attorney General to monitor compliance with these Conditions
and the terms of the transaction as set forth herein. The Attorney General shall, at the request of
a party and to the extent provided by law, keep confidential any information so produced to the
extent that such information is a trade secret or is privileged under state or federal law, or if the
private interest in maintaining confidentiality clearly outweighs the public interest in disclosure.
XXII.
Once the Asset Purchase Agreement is closed, all parties listed in Condition I, and any other
parties referenced in the agreements listed in Condition II are deemed to have explicitly and
implicitly consented to the applicability and compliance with each and every Condition and to
have waived any right to seek judicial relief with respect to each and every Condition.
The Attorney General reserves the right to enforce each and every Condition set forth herein to
the fullest extent provided by law. In addition to any legal remedies the Attorney General may
have, the Attorney General shall be entitled to specific performance, injunctive relief, and such
other equitable remedies as a court may deem appropriate for breach of any of these Conditions.
Pursuant to Government Code section 12598, the Attorney General’s Office shall also be entitled
to recover its attorney fees and costs incurred in remedying each and every violation.
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Schedule 8.7 - ALTA Title Insurance Policies

See attached folder - “Schedule 8.7 ALTA Title Commitments”
MODIFICATIONS TO TITLE COMMITMENTS (AND ANY UPDATES THERETO)
Chicago Title Insurance Company ALTA COMMITMENT FOR TITLE INSURANCE,
dated February 27, 2020 (including any datedown thereof): Chicago NCS No.
CCHI1903289NT – Site 3.
Property: 1800 Sullivan Avenue; 1850 Sullivan Avenue; 1900 Sullivan Avenue & 1500
Southgate Avenue, Daly City, CA 94015
Except for liens for taxes and assessments not yet due and payable (not including, however, any
such as are explicitly to be deleted as hereinafter set forth) there shall be no monetary liens,
security interests or encumbrances of any sort appearing in Schedule B, Part II, Exceptions, and,
without limitation and in addition, the following Exceptions shall be deleted: (i) 2.C.; (ii) 5; (iii)
6, (iv) 24; (v) 30; (vi) 31; (vii) 32; (viii) 33; (ix) 34; (x) 35; (xi) 36; (xi) 42; (xii) 51; and (xiii) 53.
Chicago Title Insurance Company ALTA COMMITMENT FOR TITLE INSURANCE,
dated February 13, 2020 (including any datedown thereof): Chicago NCS No.
CCHI1903290NT
Property Ref.: 600 Marine Boulevard, Moss Beach, CA
Except for liens for taxes and assessments not yet due and payable (not including, however, any
such as are explicitly to be deleted as hereinafter set forth) there shall be no monetary liens,
security interests or encumbrances of any sort appearing in Schedule B, Part II, Exceptions, and,
without limitation, the following Exceptions shall be deleted: (i) 2; (ii) 3; (iii) 12; (iv) 13; (v) 14;
(vi) 15; (vii) 16; and (viii) 17.
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Schedule 8.8 - Phase I Environmental Survey

See Schedule 2.10(a).
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Desc

1

This matter came before the Court on the Debtors’ Notice of Motion and Motion to

2

Approve Terms and Conditions of a Private Sale of Certain of the Debtors’ Assets Related to

3

Seton Medical Center to AHMC Healthcare Inc. [Docket No. 4360] (the “Motion”),1 filed by

4

Verity Health System of California, Inc. (“VHS”), and the above-referenced affiliated debtors and

5

debtors in possession in the above-captioned chapter 11 bankruptcy cases (the “Debtors”), for the

6

entry of an order, pursuant to §§ 105(a), 363, and 365 of title 11 of the United States Code (the

7

“Bankruptcy Code”), Rules 2002, 6004, 6006, 9007, and 9014, and LBR 6004-1.2 This order (the

8

“Sale Order”) relates to the sale of certain assets (the “Purchased Assets”) used in the operation of

9

the general acute care hospitals owned, as applicable, by Seton Medical Center, a California

10

nonprofit public benefit corporation (“Seton”),3 VHS, and Verity Holdings LLC, a California

11

limited liability company (“Holdings”).

12

The Court, having reviewed the Motion and the Declarations of Richard G. Adcock

13

[Docket Nos. 8, 4360], Peter C. Chadwick [Docket No. 4360], James M. Moloney [Docket No.

14

2220, 4360], Erick Tuckman [Docket No. 4577], Robert Perez [Docket No. 4413], Josiah Child

15

[Docket No. 4413], Stephen K. Gerard [Docket No. 4413], Brian P. Grady [Docket No. 4413],

16

Susan M. Longar [Docket No. 4413], Josephus L. Sanjorjo [Docket No. 4413], Nang-Lok Ellick

17

Tsang [Docket No. 4413], and Constance Y. Wong [Docket No. 4413]; the proposed Notice To

18

Counterparties To Executory Contracts And Unexpired Leases Of The Debtors That May Be

19

Assumed And Assigned attached to the Motion as Exhibit “B” (the “Cure Notice”); the Limited

20

Objection to Debtors’ Motion to Approve Terms and Conditions of A Private Sale of Certain of

21

1

22

Unless otherwise defined herein, all capitalized terms have the definitions set forth in the
Motion or the APA, as applicable.

23

2

24
25
26
27
28

Unless specified otherwise, all chapter and section references are to the Bankruptcy Code, 11
U.S.C. §§ 101-1532, all “Rule” references are to the Federal Rules of Bankruptcy Procedure, and
all “LBR” references are to the Local Bankruptcy Rules for the United States Bankruptcy Court
for the Central District of California.
3

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located at 1800, 1850, and 1900 Sullivan Ave. and 1500 Southgate Ave., Daly City, California
(the “Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss
Beach, California (the “Coastside Campus” and, together with the Hospital, the “Seton
Facilities”).
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Desc

1

the Debtors’ Assets Related to Seton Medical Center to AHMC Healthcare Inc. [Docket. No.

2

4467] (the “United Objection”), the Amended Objection of Cigna Entities to Debtors’ Motion to

3

Approve Terms and Conditions of A Private Sale of Certain of Debtors’ Assets Related to Seton

4

Medical Center to AHMC Healthcare Inc. [Docket No. 4503], the Official Committee of

5

Unsecured Creditors’ Response to the Debtors’ Motion to Approve Private Sale of Seton Medical

6

Center to AHMC Healthcare Inc. [Docket No. 4528], the Limited Objection of 2017 Working

7

Capital Notes Trustee to Debtors’ Motion to Approve Terms and Conditions of a Private Sale of

8

Certain of the Debtors’ Assets Related to Seton Medical Center [Docket No. 4534], Hooper

9

Healthcare Consulting, LLC’s (1) Limited Response to Debtors’ Motion to Approve Terms and

10

Conditions of a Private Sale of Certain of Debtors’ Assets Related to Seton Medical Center to

11

AHMC Healthcare Inc.; (2) Joinder in Objection Thereto Filed by Cigna Healthcare of

12

California, Inc.; and (3) Reservation of Rights [Docket No. 4546], and the Response and

13

Reservation of Rights of the State of California Governor’s Office of Emergency Services to the

14

Debtors’ Motion to Approve Terms and Conditions of a Private Sale of Certain of the Debtors’

15

Assets Related to Seton Medical Center to AHMC Healthcare Inc., and any withdrawals or

16

settlements thereof; the Second Stipulation Continuing Objection Deadline of the California

17

Department of Health Care Services Related to the Proposed Transfer of the Medi-Cal Provider

18

Agreement Related to Seton Medical Center [Docket No. 4562] and the order [Docket No. 4567]

19

related thereto, the Second Stipulation Continuing Objection Deadline of the the U.S. Department

20

of Health and Human Services and Centers for Medicare and Medicaid Services Related to the

21

Proposed Transfer of the Medicare Provider Agreement Related to Seton Medical Center [Docket

22

No. 4566] and the order [Docket No. 4568] related thereto, the Reply by the Seton Medical Staff

23

in Support of Sale Motion [Docket No. 4561], AHMC Healthcare Inc.’s Reply in Support of

24

Debtors’ Notice of Motion and Motion to Approve Terms and Conditions of a Private Sale of

25

Certain of the Debtors’ Assets Related to Seton Medical Center to AHMC Healthcare Inc.

26

[Docket No. 4576], the Debtors’ Reply to Oppositions Filed by UnitedHealthcare Insurance

27

Company and Cigna Healthcare of California, Inc. to the Motion to Approve Terms and

28

Conditions of a Private Sal of Certain of the Debtors’ Assets Related to Seton Medical Center to
-3US_Active\114512055\V-3
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Desc

1

AHMC Healthcare Inc. [Docket No. 4579], the Letter of the National Union of Healthcare

2

Workers in Support of Sale Motion [Docket No. 4600], the Debtors’ Reply to Response Filed by

3

the Official Committee of Unsecured Creditors to the Motion to Approve Terms and Conditions of

4

a Private Sale of Certain of the Debtors’ Assets Related to Seton Medical Center to AHMC

5

Healthcare Inc. [Docket No. 4604], the Notice by KPC Global Medical Center of San Mateo

6

County, LLC of Withdrawal of Offers to Purchase Seton Assets [Docket No. 4622], and the

7

Supplement to Motion re Unsolicited Submission of Draft Asset Purchase Agreement by KPC

8

Global Medical Center of San Mateo County, LLC Related to Proposed Private Sale of Seton

9

Medical Center to AHMC Healthcare Inc. [Docket No. 4624]; the statements, arguments and

10

representations of the parties made at the Sale Hearing; and the entire record of these cases; and

11

the Court, having determined that the relief sought in the Motion is in the best interests of the

12

Debtors, their estates, their creditors, and that the legal and factual bases set forth in the Motion

13

and presented at the Sale Hearing establish just cause for the relief granted herein and for the

14

reasons set forth in the Court’s tentative ruling [Docket No. 4627], which the Court adopts as its

15

final ruling and which is incorporated herein by reference; and all objections to the Motion, if

16

any, having been withdrawn, continued, overruled, or settled by stipulation approved by the

17

Court; and after due deliberation and sufficient good cause appearing therefor:

18

THE COURT HEREBY FINDS AND CONCLUDES THAT: 4

19

A.

Jurisdiction and Venue. This Court has jurisdiction to hear and determine the

20

Motion pursuant to 28 U.S.C. §§ 157 and 1334. This matter relates to the administration of the

21

Debtors’ bankruptcy estates and is accordingly a core proceeding pursuant to 28 U.S.C. § 157(b)

22

(2) (A), (M), (N) and (O). Venue of these cases is proper in this District and in this Court

23

pursuant to 28 U.S.C. §§ 1408 and 1409.

24
25
26
27
28

The findings and conclusions set forth herein constitute the Court’s findings of fact and
conclusions of law pursuant to Rule 7052, made applicable to this proceeding pursuant to Rule
9014. To the extent that any of the following findings of fact constitute conclusions of law, they
are adopted as such. To the extent that any of the following conclusions of law constitute
findings of fact, they are adopted as such.
4
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Case 2:18-bk-20151-ER

1

B.

Statutory Predicates.

Desc

The statutory predicates for the relief requested in the

2

Motion are (i) §§ 105(a), 363(b), (f), (k), (l) and (m), and 365, (ii) Rules 2002(a)(2), 2002(c)(1)

3

and (d), 6004 (a), (b), (c), (e), (f) and (h), 6006(a), (c) and (d), 9006, 9007, 9013 and 9014, and

4

(iii) LBR 6004-1 and 9013-1.

5
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C.

Notice. As evidenced by the affidavits of service previously filed with the Court,

6

the Debtors have provided proper, timely, adequate and sufficient notice with respect to the

7

following: (i) the Motion and the relief sought therein, including the entry of this Sale Order and

8

the transfer and sale of the Purchased Assets, as set forth in the Asset Purchase Agreement, dated

9

March 30, 2020, a copy of which is attached as Exhibit “A” to Docket No. 4360 (the “APA”); (ii)

10

the Sale Hearing; and (iii) the proposed procedures to serve the Cure Notice concerning, among

11

other things, the deadline to file an Assumption Objection and the Assumption Hearing; and no

12

further notice of the Motion, the relief requested therein or the Sale Hearing is required. The

13

Debtors have also complied with all obligations to provide notice of the Sale Hearing. A

14

reasonable opportunity to object and to be heard regarding the relief provided herein has been

15

afforded to parties-in-interest.

16

D.

Title in the Purchased Assets. The Purchased Assets constitute property of the

17

Debtors’ estates and title thereto is vested in the Debtors’ estates within the meaning of § 541(a).

18

The Debtors are the sole and lawful owner of the Purchased Assets.

19

E.

Arm’s Length Transaction. The APA and other documents and instruments (the

20

“Transaction Documents”) related to and connected with this transaction (the “Transaction”) and

21

the consummation thereof were negotiated and entered into by the Debtors and AHMC

22

Healthcare Inc. (“AHMC” or the “Purchaser”),5 as Purchaser under the APA without collusion, in

23

good faith and through an arm’s length bargaining process. Neither AHMC nor any of its

24

affiliates or representatives is an “insider” of the Debtors, as that term is defined in § 101(31).

25

None of the Debtors, AHMC, or their respective representatives engaged in any conduct that

26
27
28

5

As contemplated by the APA, AHMC may assign its rights and obligations under the APA to
certain legally affiliated entities controlled by AHMC, and any and all references to “AHMC” or
“Purchaser” herein shall include such affiliated assignees.
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1

would cause or permit the APA, any of the other Transaction Documents or the Transaction to be

2

avoided under § 363(n), or have acted in any improper or collusive manner. The terms and

3

conditions of the APA and the other Transaction Documents, including, without limitation, the

4

consideration provided in respect thereof, are fair and reasonable, and are not avoidable and shall

5

not be avoided, and no damages may be assessed against AHMC or any other party as set forth in

6

§ 363(n). The consideration provided by AHMC is fair, adequate and constitutes reasonably

7

equivalent value and fair consideration under the Bankruptcy Code and any other applicable laws

8

of the United States or any of its jurisdictions or subdivisions, including the State of California.

9
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F.

Good Faith Purchaser. AHMC has proceeded in good faith and without collusion

10

in all respects in connection with the sale process, in that: (i) AHMC, in proposing and

11

proceeding with the Transaction in accordance with the APA, recognized that the Debtors were

12

free to deal with other interested parties; (ii) AHMC agreed to provisions in the APA that would

13

enable the Debtors to accept a higher and better offer; (iii) all payments to be made by AHMC

14

and other agreements entered into or to be entered into between AHMC and the Debtors in

15

connection with the Transaction have been disclosed; (iv) the negotiation and execution of the

16

APA and related Transaction Documents were conducted in good faith and constituted an arm’s

17

length transaction; (v) AHMC did not induce or cause the chapter 11 filings by the Debtors; and

18

(vi) the APA was not entered into, and the Transaction being consummated pursuant to and in

19

accordance with the APA is not being consummated, for the purpose of hindering, delaying or

20

defrauding creditors of the Debtors. AHMC is therefore entitled to all of the benefits and

21

protections provided to a good-faith purchaser under § 363(m). Accordingly, the reversal or

22

modification on appeal of the authorization provided herein to consummate the Transaction shall

23

not affect the validity of the Transaction, any terms or conditions of the Transaction or AHMC’s

24

status as a “good faith” purchaser.

25

G.

Justification for Relief. Good and sufficient reasons for approval of the APA and

26

the other Transaction Documents and the Transaction have been articulated to this Court in the

27

Motion and at the Sale Hearing, and the relief requested in the Motion and set forth in this Sale

28

Order is in the best interests of the Debtors, their estates, and their creditors. The Debtors have
-6US_Active\114512055\V-3
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1

demonstrated through the Motion and other evidence submitted at the Sale Hearing both (i) good,

2

sufficient and sound business purpose and justification and (ii) compelling circumstances for the

3

transfer and sale of the Purchased Assets as provided in the APA outside the ordinary course of

4

business, and (iii) such transfer and sale is an appropriate exercise of the Debtors’ business

5

judgment and in the best interests of the Debtors, their estates, and their creditors.

6
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H.

Free and Clear.

In accordance with §§ 105(a), 363(b), and 363(f), the

7

consummation of the Transaction pursuant to the Transaction Documents shall be a legal, valid,

8

and effective transfer and sale of the Purchased Assets and shall vest in AHMC, through the

9

consummation of the Transaction, all of the Debtors’ right, title, and interest in and to the

10

Purchased Assets, free and clear of all liens, claims, interests, rights of setoff, recoupment, netting

11

and deductions, rights of first offer, first refusal and any other similar contractual property, legal

12

or equitable rights, and any successor or successor-in-interest liability theories (collectively, the

13

“Encumbrances”). The Debtors have demonstrated that one or more of the standards set forth in §

14

363(f)(1)-(5) have been satisfied. Those holders of Encumbrances who did not object, or who

15

withdrew their objections, to the sale or the Motion are deemed to have consented pursuant to §

16

363(f)(2). Those holders of Encumbrances who did object fall within one or more of the other

17

subsections of § 363(f). All holders of the Encumbrances in the Purchased Assets are adequately

18

protected by having their respective Encumbrances attach to the Debtors’ interests in the proceeds

19

of the sale of the Purchased Assets under the APA (subject to any Challenge within the meaning

20

of that certain Final Order (I) Authorizing Postpetition Financing, (II) Authorizing Use of Cash

21

Collateral, (III) Granting Liens and Providing Superpriority Administrative Expense Status, (IV)

22

Granting Adequate Protection, (V) Modifying Automatic Stay, and (VI) Granting Related Relief

23

[Docket No. 409] (the “Final DIP Order”) that has been, or may be, timely filed), and any related

24

documents or instruments delivered in connection therewith, whenever and wherever received

25

(the “Sale Proceeds”) to the extent and manner herein provided. The outcome of any Challenge

26

(as defined in the Final DIP Order) does not affect the findings in this paragraph as it relates to

27

Purchaser.

28
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1

Desc

Prompt Consummation. The Debtors have demonstrated good and sufficient cause

2

to waive the stay requirement under Rules 6004(h) and 6006(d). Time is of the essence in

3

consummating the Transaction, and it is in the best interests of the Debtors and their estates to

4

consummate the Transaction within the timeline set forth in the Motion and the APA. The Court

5

finds that there is no just reason for delay in the implementation of this Order, and expressly

6

directs entry of judgment as set forth in this Order.

7
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J.

Assumption of Executory Contracts and Unexpired Leases. The Debtors have

8

demonstrated that it is an exercise of their sound business judgment to assume and assign to the

9

Purchaser the “Assigned Contracts” (as that term is defined in the APA), subject to the

10

Purchaser’s right to designate any Evaluated Contracts as “Rejected Contracts” (as that term is

11

defined in the APA) pursuant to the APA and as modified by this Sale Order, in connection with

12

the consummation of the Transaction, and the assumption and assignment of the Assigned

13

Contracts is in the best interests of the Debtors and their estates.

14

K.

Rejection of Executory Contracts and Unexpired Leases. The Debtors will have

15

demonstrated that it is a reasonable and appropriate exercise of their sound business judgment for

16

Seton to reject all of its executory contracts and unexpired leases, excluding (i) Assigned

17

Contracts, (ii) any prepetition multiparty contract affecting more than one Debtor in addition to

18

SVMC, (iii) any prepetition contract that is the subject of a Rule 9019 settlement motion prior to

19

Closing, and (vi) any collective bargaining agreement (a “CBA”), pension plan or health and

20

welfare plan providing collectively bargained benefits to which Seton is a party or sponsor. The

21

Debtors shall file an appropriate motion to reject the contracts, covered by this paragraph K, prior

22

to Closing and shall request therein that the rejection be effective as of the Closing or as

23

otherwise appropriate. The Court finds that AHMC has no liability with respect to any contract

24

or lease of the Debtors, with the exception of the Assigned Contracts, following the Effective

25

Time (as defined in the APA) and following the payment of Cure Amounts, as set forth and in

26

accordance with the APA.

27
28

L.

Cure Notice. The Debtors’ proposed Cure Notice, the Assumption Objection

deadline, and the Assumption Objection Hearing are appropriate and reasonably calculated to
-8US_Active\114512055\V-3
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Desc

1

provide all interested parties with timely and proper notice, and no other or further notice is

2

required.

3

M.

Assumption and Assignment Procedures. The procedures for assumption and

4

assignment of Assigned Executory Contracts (the “Assumption and Assignment Procedures”)

5

provided for herein and the Cure Notice are reasonable and appropriate and consistent with the

6

provisions of § 365 and Rule 6006. The Assumption and Assignment Procedures and the Cure

7

Notice have been narrowly tailored to provide an adequate opportunity for all non-debtor

8

counterparties to the Assigned Executory Contracts to assert any Assumption Objection.

9
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N.

Highest and Best Offer. The Debtors solicited offers for the Purchased Assets.

10

The sale process was conducted in a non-collusive manner and the sale to AHMC is in the best

11

interests of the Debtors, their estates, creditors, and stakeholders. The Debtors properly consulted

12

with the Prepetition Secured Creditors and the Committee6 prior to selecting AHMC’s bid as the

13

highest and best offer for the Purchased Assets. The transfer and sale of the Purchased Assets to

14

AHMC on the terms set forth in the APA constitutes the highest and best offer for the Purchased

15

Assets and will provide a greater recovery for the Debtors’ estates than would be provided by any

16

other available alternative. The Debtors’ determination that the APA constitutes the highest or

17

best offer for the Purchased Assets constitutes a valid and sound exercise of the Debtors’ business

18

judgment.

19

O.

No De Facto or Sub Rosa Plan of Reorganization. The sale of the Purchased

20

Assets does not constitute a de facto or sub rosa plan of reorganization or liquidation because it

21

does not propose to (i) impair or restructure existing debt of, or equity or membership interests in,

22

the Debtors, (ii) impair or circumvent voting rights with respect to any plan proposed by the

23
6

24
25
26
27
28

Specifically, the constituents consulted by the Debtors include the Official Committee of
Unsecured Creditors; UMB Bank, N.A., as successor Master Trustee (“UMB”); Wells Fargo
Bank National Association, as bond indenture trustee under the bond indentures relating to the
2005 Bonds (“Wells Fargo”); U.S. Bank National Association, solely in its capacity as the note
indenture trustee and as the collateral agent under each of the note indentures relating to the 2015
Working Capital Notes and the 2017 Working Capital Notes (“U.S. Bank”); and Verity MOB
Financing, LLC and Verity MOB Financing II, LLC (“MOB Lenders”). UMB, Wells Fargo, U.S.
Bank, and the MOB Lenders are collectively referred to herein as the “Prepetition Secured
Creditors.” The Prepetition Secured Creditors are further described in the Final DIP Order.
-9US_Active\114512055\V-3
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1

Debtors, (iii) circumvent chapter 11 safeguards, including those set forth in §§ 1125 and 1129, or

2

(iv) classify claims or equity or membership interests.

3

P.

Legal and Factual Bases. The legal and factual bases set forth in the Motion and at

4

the Sale Hearing establish just cause for the relief granted herein.

5

NOW THEREFORE, IT IS HEREBY ORDERED THAT:

6
7
8
9
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10
11

1.

The relief requested in the Motion is GRANTED and APPROVED in all respects

to the extent provided herein.
2.

All objections with regard to the relief sought in the Motion that have not been

withdrawn, waived, settled, or provided for herein, including any reservation of rights included in
such objections, are overruled on the merits with prejudice.
3.

Notice of the Motion, the Sale Hearing, and the Sale was fair and equitable under

12

the circumstances and complied in all respects with §§ 102(1), 363, and 365, and Rules 2002,

13

6004, 6006, 9006, and 9007.

14

4.

Pursuant to §§ 105(a), 363(b), 363(f), and 365, the Transaction, including the

15

transfer and sale of the Purchased Assets to AHMC on the terms set forth in the APA, is approved

16

in all respects, and the Debtors are authorized and directed to consummate the Transaction in

17

accordance with the APA, including, without limitation, by executing all of the Transaction

18

Documents (and any ancillary documents or instruments that may be reasonably necessary or

19

desirable to implement the APA or the Transaction) and taking all actions necessary and

20

appropriate to effectuate and consummate the Transaction (including the transfer and sale of the

21

Purchased Assets) in consideration of the Purchase Price (as defined in § 1.1 of the APA) upon

22

the terms set forth in the APA, except with respect to the assumption and assignment of the

23

Assigned Executory Contracts, which shall be subject to the Assumption and Assignment

24

Procedures approved herein. The Debtors and AHMC shall have the right to make any mutually

25

agreeable, non-material changes to the APA, which shall be in writing signed by both parties,

26

without further order of the Court provided, that after reasonable notice, the Official Committee

27

of Unsecured Creditors (the “Committee”) and the Prepetition Secured Creditors do not object to

28
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1

such changes. Any timely objection by the aforementioned parties to any agreed non-material

2

changes to the APA may be resolved by the Court on shortened notice.

3
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5.

As of the closing of the Transaction as set forth in the APA (the “Closing”), (i) the

4

Transaction set forth in the APA shall effect a legal, valid, enforceable and effective transfer and

5

sale of the Purchased Assets to AHMC free and clear of all Encumbrances as further set forth in

6

the APA, the order [Docket No. 4613] approving the stipulation [Docket No. 4583] (the “CSCDA

7

Stipulation”) with the California Statewide Communities Development Authority (“CSCDA”),

8

and this Sale Order; and (ii) the APA, and the other Transaction Documents, and the Transaction,

9

shall be enforceable against and binding upon, and not subject to rejection or avoidance by, the

10

Debtors, any successor thereto including a trustee or estate representative appointed in the

11

Bankruptcy Cases, the Debtors’ estates, all holders of any Claim(s) (as defined in the Bankruptcy

12

Code) against the Debtors, whether known or unknown, any holders of Encumbrances on all or

13

any portion of the Purchased Assets, and all other persons and entities.

14

6.

With the exception the Encumbrance of CSCDA which will be paid at Closing in

15

accordance with the CSCDA Stipulation, Encumbrances in and to Purchased Assets shall attach

16

to the Sale Proceeds of such Purchased Assets with each such Encumbrance having the same

17

force, extent, effect, validity and priority as such Encumbrance had on the Purchased Assets

18

giving rise to the Sale Proceeds immediately prior to the Closing. For the avoidance of doubt, the

19

foregoing force, extent, effect, validity and priority of such Encumbrances of the Prepetition

20

Secured Creditors that attach to the Sale Proceeds shall: (i) reflect and include, without limitation,

21

the security interests, liens (including any Prepetition Replacement Liens arising from diminution

22

of value, if any) and rights, powers and authorities that have been granted to the Prepetition

23

Secured Creditors, as applicable, pursuant to the Financing Orders,7 subject to the results of the

24

7

25
26
27
28

The “Financing Orders” refer, collectively, to (i) the Final DIP Order; (ii) the Final Order (A)
Authorizing Continued Use of Cash Collateral, (B) Granting Adequate Protection, (C) Modifying
the Automatic Stay, and (D) Granting Related Relief [Docket No. 3022]; (iii) the Final Order
Approving Stipulation Between the Prepetition Secured Creditors and the Debtors to (A) Amend
Cash Collateral Order, Authorize Continued Use of Cash Collateral, Grant Adequate Protection,
(D) Modify Automatic Stay, and (E) Grant Related Relief [Docket No. 3883]; (iv) the Final Order
Approving Stipulation to (A) Amend the First Amended Supplemental Cash Collateral Order,
Authorize Continued Use of Cash Collateral, Grant Adequate Protection, (D) Modify Automatic
- 11 US_Active\114512055\V-3
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1

appeal from the Final DIP Order filed by the Committee on November 29, 2019 challenging the

2

rights granted to the Prepetition Secured Creditors pursuant to the Final DIP Order with respect to

3

§§ 506(c) and 552(b); and/or (ii) the results of any Challenge within the meaning of the Final DIP

4

Order that has been, or may be, timely filed. In addition, the Intercreditor Agreement (as defined

5

in the Final DIP Order), the Final DIP Order, and the Order Approving Stipulation Resolving

6

Limited Objection of 2017 Working Capital Notes Trustee to Debtors’ Motion to Approve Terms

7

and Conditions of a Private Sale of Certain of the Debtors’ Assets Related to Seton Medical

8

Center to AHMC Healthcare Inc. [Docket No. 4598] (the “2017 Notes Trustee Order”) shall

9

apply with respect to the rights of the parties thereto in and to the Sale Proceeds and the Escrow

10

Deposit Accounts, to the extent of and in accordance with its terms with all parties reserving all

11

rights thereunder. Each of the Prepetition Secured Creditors opposes all existing Challenges and

12

the appeal brought by the Committee, and nothing contained herein shall constitute an express or

13

implicit admission by any of the Prepetition Secured Creditors in connection therewith, or shall

14

be deemed to be a waiver of any rights in respect thereof. The outcome of any such Challenge

15

does not affect the Transaction in any respect.

16

7.

Subject to the fulfillment of the terms and conditions of the APA, this Sale Order

17

shall, as of the Closing, be considered and constitute for all purposes a full and complete general

18

assignment, conveyance, and transfer of the Purchased Assets and/or a bill of sale transferring all

19

of the Debtors’ rights, title and interest in and to the Purchased Assets to AHMC. Consistent

20

with, but not in limitation of the foregoing, each and every federal, state, and local governmental

21

agency or department, except as stated herein, is hereby authorized and directed to accept all

22

documents and instruments necessary and appropriate to consummate the transactions

23

contemplated by the APA and approved in this Sale Order. A certified copy of this Order may be

24

filed with the appropriate clerk and/or recorded with the appropriate recorder to cancel any

25

Encumbrances of record.

26
27
28

Stay, and (E) Grant Related Relief [Docket No. 4028] (v) the Final Order Approving Stipulation
to (A) Amend the Second Amended Supplemental Cash Collateral Order, Authorize Continued
Use of Cash Collateral, Grant Adequate Protection, (D) Modify Automatic Stay, and (E) Grant
Related Relief [Docket No. 4187].
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Any person or entity that is currently, or on the Closing Date may be, in

2

possession of some or all of the Purchased Assets is hereby directed to surrender possession of

3

such Purchased Assets either to (a) the Debtors before the Closing or (b) to AHMC or its designee

4

upon the Closing, and to cooperate with the Debtors and AHMC in the Debtors’ and AHMC’s

5

fulfillment of their obligations hereunder and pursuant to the APA.

6
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9.

The transfer of the Purchased Assets pursuant to the Transaction Documents shall

7

be a legal, valid, and effective transfer and shall, in accordance with, among other provisions, §§

8

105(a), 363(b), and 363(f), and upon consummation of the Transaction, including, without

9

limitation, payment of the Purchase Price to the Debtors, vest AHMC with all right, title, and

10

interest in the Purchased Assets, free and clear of all Encumbrances. Upon closing of the

11

Transaction, AHMC shall take title to and possession of the Purchased Assets as set forth in the

12

APA. The transfer of the Purchased Assets from the Debtors to AHMC constitutes a transfer for

13

reasonable equivalent value and fair consideration under the Bankruptcy Code and the laws of the

14

State of California.

15

10.

Following the Closing, no holder of any Encumbrance against the Debtors or upon

16

the Purchased Assets shall: (i) attempt to assert or enforce an Encumbrance against the Purchased

17

Assets or AHMC; and/or (ii) interfere with AHMC’s respective rights in, title to or use and

18

enjoyment of the Purchased Assets. All persons and entities are hereby forever prohibited and

19

enjoined from taking any action that would adversely affect or interfere with the ability of the

20

Debtors to sell and transfer the Purchased Assets to AHMC, including the assumption and

21

assignment of the Assigned Executory Contracts.

22

11.

AHMC shall not be deemed, as a result of any action taken in connection with, or

23

as a result of the Transaction (including the transfer and sale of the Purchased Assets), to the

24

maximum extent permitted by law by reason of any theory of law or equity with respect to any

25

claims or liens against Sellers or the Assets, to: (i) be a successor, continuation or alter ego (or

26

other such similarly situated party) to or of the Debtors or their estates by reason of any theory of

27

law or equity, including, without limitation, any bulk sales law, doctrine or theory of successor

28

liability, or any theory or basis of liability, regardless of source of origin; or (ii) have, de facto or
- 13 US_Active\114512055\V-3
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otherwise, merged with or into the Debtors; or (iii) be a mere continuation, alter ego, or

2

substantial continuation of the Debtors. AHMC is not assuming any of the Debtors’ debts.

3
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12.

This Sale Order (i) shall be effective as a determination that, on Closing, all

4

Encumbrances existing against the Purchased Assets before the Closing have been

5

unconditionally released, discharged and terminated except to the extent provided in paragraph 6

6

above, and that the transfers and conveyances described herein have been effected, and (ii) shall

7

be binding upon and shall govern the acts of all persons and entities. If, following a reasonable

8

written request made by the Debtors, any person or entity that has filed financing statements or

9

other documents or agreements evidencing any Encumbrances against the Purchased Assets shall

10

not have delivered to the Debtors for use at or in connection with Closing, in proper form for

11

filing and executed by the appropriate parties, termination statements, instruments of satisfaction,

12

releases of all Encumbrances which the person or entity has with respect to the Purchased Assets,

13

then AHMC and/or the Debtors are hereby authorized to execute and file such statements,

14

instruments, releases and other documents on behalf of the person or entity with respect to such

15

Purchased Assets. For the avoidance of doubt, such statements, instruments, releases and other

16

documents shall not impair Encumbrances that attach (subject to any Challenge within the

17

meaning of the Final DIP Order that has been, or may be, timely filed, which shall not affect the

18

enforceability of this Sale Order as to AHMC) to the Sale Proceeds by the terms of this Order.

19

13.

In accordance with the APA, concurrently with the Closing, AHMC shall pay that

20

portion of the Purchase Price due at Closing, by wire transfer of immediately available funds, to

21

Debtors’ Escrow Deposit Accounts (defined below), subject to the adjustments set forth in the

22

APA. Any direct expenses of the Sale shall be disclosed by Debtors to the Prepetition Secured

23

Creditors and the Committee in advance of the Closing.

24

14.

The terms and conditions of the Financing Orders shall apply with respect to the

25

Sale Proceeds and Escrow Deposit Accounts (defined herein). Without limiting the foregoing, the

26

Debtors shall comply with paragraph 4 of the Final DIP Order in the following manner:

27
28

a.

the Debtors shall direct AHMC, pursuant to the terms of the APA, to remit

to Chicago Title Insurance Company as closing escrow agent (the “Closing Escrow Agent”) all
- 14 US_Active\114512055\V-3
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1

Sale Proceeds for the separate account of each selling Debtor. Upon closing, the Closing Escrow

2

Agent shall remit the Sale Proceeds to the separate accounts for each selling Debtor (each such

3

account hereafter referred to as “Escrow Deposit Account”), except the Closing Escrow Agent

4

will retain a separate Indemnity Escrow Fund, which is separate from, and shall not constitute, an

5

Escrow Deposit Account until released to the Debtors in accordance with section 4.8 of the APA.

6
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b.

in giving direction to AHMC pursuant to sub-paragraph (a), above, the

7

Debtors shall exercise their reasonable business judgment, in good faith, and allocate the Sale

8

Proceeds among the Escrow Deposit Accounts on the basis of the value of each Debtor’s

9

Purchased Assets as of the Closing (which allocation, for the avoidance of doubt, shall be subject

10

to the reservations of rights in paragraph 4 of the Final DIP Order and the provisions of the 2017

11

Notes Trustee Order); provided that, in accordance with, and subject to the provisions of the 2017

12

Notes Trustee Order, $11,500,000 of the Sales Proceeds shall be allocated to the Escrow Deposit

13

Account for Holdings; provided further that nothing in this paragraph shall waive or limit any

14

rights the Committee or the Prepetition Secured Creditors may have in connection with the

15

confirmation of a proposed chapter 11 plan for any of the Debtors’ cases (including the right to

16

seek to reallocate estate values and the Sale Proceeds at any time);

17

c.

no funds held in any Escrow Deposit Account shall be (i) commingled with

18

any other funds of the applicable Debtor or any of the other Debtors or (ii) used by the Debtors

19

for any purpose, except as provided in paragraphs 21, 23 and 25 of this Order with respect to cure

20

costs, and as may be required for any other transaction prorations, fees, and closing costs under

21

the APA, in each case, without first obtaining the consent of the Prepetition Secured Creditors or

22

without further order of this Court, after reasonable notice under the circumstances to the

23

Prepetition Secured Creditors and the Committee and, if necessary, a hearing thereon; provided

24

further that, as provided in the 2017 Notes Trustee Order, the Debtors will not use any funds in

25

the Holdings’ Escrow Deposit Account without first obtaining the consent of the Prepetition

26

Secured Creditors, including the 2017 Notes Trustee, or an order of the Court, on reasonable

27

notice under the circumstances to counsel for the Prepetition Secured Creditors, including the

28

2017 Notes Trustee and the Committee;
- 15 US_Active\114512055\V-3
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establishment of an Escrow Deposit Account shall not require execution by

2

the Debtors of a deposit account control agreement in favor of the Prepetition Secured Creditors

3

to establish their perfected lien rights in and to the Escrow Deposit Account balances as collateral

4

or proceeds of collateral (which lien rights shall be deemed automatically granted and perfected

5

by the terms of the Financing Orders and this Order);

6
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e.

for the avoidance of doubt, the rights of the Debtors, the Committee, and

7

the Prepetition Secured Creditors as to the Sale Proceeds and any funds held in any Escrow

8

Deposit Accounts shall be, except as set forth herein, as contemplated by Paragraph 4 of the Final

9

DIP Order and the terms of the Financing Orders and the 2017 Notes Trustee Order, and nothing

10

in this Order shall be construed as altering, amending, waiving, or affecting in any way such

11

rights or any rights under the Intercreditor Agreement to the extent applicable; and

12

f.

as provided in the 2017 Notes Trustee Order, the Debtors shall maintain

13

and preserve (i) detailed cash-flows and the financial information and reporting concerning the

14

Seton Sale, the Hospital and the Coastside Campus, including, but not limited to, that required

15

pursuant to the terms of the Final DIP Order; and (ii) any and all past, current and future

16

indications of interest, offers and/or solicitations to purchase the Hospital and/or the Coastside

17

Campus, to the extent in the Debtors’ possession, custody or control.

18
19
20

15.

The form of Cure Notice, in the form substantially similar to that attached hereto

as Exhibit “1” is approved.
16.

The Debtors shall file with the Court and serve the Cure Notice (along with a copy

21

of this Sale Order) upon each counterparty to the Assigned Executory Contracts by no later than

22

April 29, 2020. The Cure Notice shall state (i) that the Assumption Objection Hearing shall take

23

place on May 20, 2020, at 10:00 a.m. (Pacific Time), and (ii) counterparties shall file and serve

24

Assumption Objections not later than May 6, 2020, at 5:00 p.m. (Pacific Time) with replies to

25

any Assumption Objections to be filed not later than May 13, 2020. The Cure Notice also will

26

identify the amounts, if any, that the Debtors believe are owed to each counterparty to an

27

Assigned Executory Contract in order to cure any defaults that exist under such contract (the

28

“Cure Amounts”). Nothing in this Sale Order constitutes a finding or determination on any
- 16 US_Active\114512055\V-3
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1

Assumption Objection or any other objection that may be raised at the Assumption Objection

2

Hearing. All Assumption Objections are preserved until resolved either by agreement between

3

the Debtors, the Purchaser and the counterparty, or further order of the Court.

4

17.

The inclusion of a contract, lease, or other agreement on the Cure Notice shall not

5

constitute or be deemed a determination or admission by the Debtors and their estates or any

6

other party in interest that such contract, lease, or other agreement is, in fact, an executory

7

contract or unexpired lease within the meaning of the Bankruptcy Code, and any and all rights

8

with respect thereto shall be reserved.

9
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18.

Any Assumption Objection must: (i) be in writing; (ii) comply with the Rules and

10

the LBRs; (iii) set forth the specific basis for the Assumption Objection; (iv) be filed with the

11

Court, 255 E. Temple St., Los Angeles, California 90012, together with proof of service, by the

12

applicable Assumption Objection Deadline (defined below); and (v) be served, so as to be

13

actually received on or before the Assumption Objection Deadline, upon (i) counsel to the

14

Debtors: Dentons US LLP, 601 S. Figueroa Street, Suite 2500, Los Angeles, CA 90017 (Attn:

15

Tania M. Moyron (tania.moyron@dentons.com)); (ii) the Debtors’ Investment Banker: Cain

16

Brothers, a division of KeyBanc Capital Markets, 1 California Street, Suite 2400, San Francisco,

17

CA 94111 (Attn: James Moloney (jmoloney@cainbrothers.com)); (iii) counsel to the Official

18

Committee of Unsecured Creditors: Milbank, Tweed, Hadley & McCloy LLP, 2029 Century Park

19

East, 33rd Floor, Los Angeles, CA 90067 (Attn: Gregory A. Bray (gbray@milbank.com)); (iv)

20

counsel to the Master Trustee and Series 2005 Bond Trustee: Mintz, Levin, Cohn, Ferris, Glovsky

21

and Popeo, P.C., One Financial Center, Boston, MA 02111 (Attn: Daniel S. Bleck and Paul

22

Ricotta (dsbleck@mintz.com, pricotta@mintz.com)); (v) counsel to the Series 2015 Notes

23

Trustee: McDermott Will & Emery LLP, 444 West Lake Street, Suite 4000, Chicago, IL 60606

24

(Attn: Nathan F. Coco and Megan Preusker (ncoco@mwe.com; mpreusker@mwe.com)); (vi)

25

counsel to the Series 2017 Notes Trustee: Maslon, LLP, 3300 Wells Fargo Center, 90 South

26

Seventh Street, Minneapolis, MN 55402 (Attn: Clark Whitmore (clark.whitmore@maslon.com));

27

and (vii) counsel to the MOB Lenders: Jones Day, 250 Vesey Street, New York, NY 10281 (Attn:

28
- 17 US_Active\114512055\V-3
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2

brosenblum@jonesday.com, psaba@jonesday.com)) (collectively, the “Notice Parties”).

Rosenblum,

and

Peter

Saba

(bbennett@jonesday.com,

To the extent the Assigned Executory Contract counterparty wishes to object to the

4

Cure Amount, if any, set forth in the Cure Notice, its Assumption Objection must set forth with

5

specificity each and every asserted default in any executory contract or unexpired lease and the

6

monetary cure amount asserted by such counterparty to the extent it differs from the amount, if

7

any, specified by the Debtors in the Cure Notice.

8
9
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10
11

20.

Any counterparty to an Assigned Executory Contract that fails to timely file and

serve an objection to the Cure Amounts shall be forever barred from asserting that a Cure
Amount is owed in an amount in excess of that set forth in the Cure Notice.
21.

Concurrently with the Closing or as soon thereafter as is possible, and in

12

accordance with the APA, the Debtors shall pay out of the Sale Proceeds to the Counterparties to

13

the Assigned Contracts the Cure Amounts either as (i) set forth in the Cure Notice, (ii) otherwise

14

agreed to by the Debtors, AHMC, and the applicable Counterparties thereto, or (iii) ordered by

15

this Court after a hearing on any objection to the Cure Amount set forth in the Cure Notice.

16

AHMC has the right to remove any contracts or leases from the list of Evaluated Contracts as set

17

forth in the APA and this Sale Order; provided that that certain services agreement (the “State of

18

California Services Agreement”) approved by the Court pursuant to the terms of the Order

19

Granting Debtors’ Emergency Motion to Approve Agreements with the State of California in

20

Response to the COVID-19 Healthcare Emergency to (I) Provide Certain Healthcare Services at

21

Seton Medical Center and (II) Lease St. Vincent Medical Center [Docket No. 4315] (the “State

22

Services Agreement Order”), by and between Seton and VHS, on the one hand, and the State of

23

California (the “State”) by and through its agency, the Department of Public Health (“DPH”), on

24

the other hand, shall, subject to the assignment provisions (including the State’s written consent

25

rights) thereof, be deemed an Assigned Contract and AHMC shall be obligated to perform all

26

obligations under the State Services Agreement without interruption of patient care.

27
28

22.

Any executory contracts and/or unexpired leases that are not timely removed from

the Assigned Executory Contracts list by AHMC under the APA shall be deemed Assigned
- 18 US_Active\114512055\V-3

Case 2:18-bk-20151-ER

Desc

1

Executory Contracts at the Closing. The Court shall resolve any and all disputes which may arise

2

between the Debtors, AHMC, and any applicable counterparty concerning (i) whether a particular

3

Assigned Executory Contract is an executory contract or unexpired lease or (ii) whether a

4

counterparty to an Assigned Executory Contract is entitled to an allowed claim against the

5

Debtors which exceeds the Cure Amount set forth in the Cure Notice (an “Assumption Dispute”).

6
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23.

In the event the Court determines that a counterparty has an allowed cure claim

7

against the Debtors which exceeds the Cure Amount set forth in the Cure Notice (the “Excess

8

Cure Amount”) with respect to an Assigned Executory Contract, the difference will be paid by

9

AHMC as an increase to the Cure Pool and the Purchase Price and shall not be the responsibility

10

of the Debtors as more specifically set forth below; provided, however, that an Assigned

11

Executory Contract subject to an Assumption Dispute shall be deemed a “Rejected Contract”

12

within the meaning of § 1.11(a) of the APA if the Assumption Dispute is not resolved by entry of

13

an order on or before thirty (30) days prior to Closing unless the Debtor, AHMC, and the

14

applicable counterparty agree otherwise. To the extent an Assumption Dispute relates solely to

15

the Cure Amount, the Debtors may, with AHMC’s consent, assume and assign the applicable

16

executory contract or unexpired lease at Closing and prior to the resolution of the Assumption

17

Dispute by the Bankruptcy Court, provided, that the Bankruptcy Court has estimated the

18

maximum cure payment, pursuant to § 502(c) and AHMC includes such amount in the Cure Pool

19

to be held by the Debtors in the Sale Proceeds Account for the relevant Debtor(s). The Debtors

20

shall pay and hereby are authorized to pay disputed Cure Amounts from the relevant Sales

21

Proceeds Account(s) upon entry of a final order by this Court to the extent AHMC remitted to

22

Sellers the amount required by this paragraph of the Order.

23

24.

AHMC shall have the right to designate any contracts on the Assigned Executory

24

Contract list as a Rejected Contract on or prior to the day that is thirty (30) days prior to Closing

25

Date, that AHMC shall have the right to designate additional Evaluated Contracts for assumption

26

up to fourteen (14) days prior to Closing and the Debtors shall have the absolute right to remove

27

any Evaluated Contract from the list of Assigned Executory Contracts in order to preserve

28

avoidance claims.
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Upon the Closing, the Debtors are authorized and directed to assume, assign and/or

2

transfer each of the Assigned Executory Contracts to AHMC. At the Closing, the Debtors shall pay

3

out of the Sale Proceeds, which shall include the “Cure Pool” (as defined in the APA) to be paid to the

4

Debtors by AHMC, the Cure Amounts.

5
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26.

The terms and provisions of this Sale Order, as well as the rights granted under the

6

Transaction Documents, shall continue in full force and effect and are binding upon any successor,

7

reorganized Debtors, or chapter 7 or chapter 11 trustee applicable to the Debtors, notwithstanding any

8

such conversion, dismissal or order entry. Nothing contained in any chapter 11 plan confirmed in the

9

Debtors’ cases or in any order confirming such a plan, nor any order dismissing the cases or converting

10

the cases to a case under chapter 7, shall conflict with or derogate from the provisions of the APA, any

11

documents or instruments executed in connection therewith, or the terms of this Sale Order, provided

12

however, that in the event of a conflict between this Sale Order and an express or implied provision of

13

the APA, this Sale Order shall govern. The provisions of this Sale Order and any actions taken

14

pursuant hereto shall survive any conversion or dismissal of the cases and the entry of any other order

15

that may be entered in the cases, including any order (i) confirming any plan of reorganization;

16

(ii) converting the cases from chapter 11 to chapter 7; (iii) appointing a trustee or examiner in the cases;

17

or (iv) dismissing the cases.

18

27.

The Transaction contemplated by the APA and other Transaction Documents are

19

undertaken without collusion and in “good faith,” as that term is defined in § 363(m). AHMC is a

20

good faith purchaser within the meaning of § 363(m) and, as such, is entitled to the full protections of §

21

363(m). Accordingly, the reversal or modification on appeal of the authorization provided herein by

22

this Sale Order to consummate the Transaction shall not affect the validity of the sale of the Purchased

23

Assets free and clear of Encumbrances to AHMC. The APA and the Transactions contemplated

24

thereby cannot be avoided under § 363(n).

25

28.

The failure to specifically include any particular provision of the APA or the other

26

Transaction Documents in this Sale Order shall not diminish or impair the effectiveness of such

27

provisions, it being the intent of the Bankruptcy Court that the Transaction, the APA and the other

28
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1

Transaction Documents be authorized and approved in their entirety. Likewise, all of the provisions of

2

this Sale Order are non-severable and mutually dependent.

3

29.

This Order constitutes a final and appealable order within the meaning of 28 U.S.C.

4

§ 158(a). Notwithstanding Rules 6004(h), 6006(d), 7062, or 9014, if applicable, or any other LBR or

5

otherwise, this Sale Order shall not be stayed for 14-days after the entry hereof, but shall be effective

6

and enforceable immediately upon entry pursuant to Rule 6004(h) and 6006(d). Time is of the essence

7

in approving the Transaction (including the transfer and the sale of the Purchased Assets).

8
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30.

The automatic stay in effect pursuant to § 362 is hereby lifted with respect to the

9

Debtors to the extent necessary, without further order of this Court, to (i) allow AHMC to deliver any

10

notice provided for in the APA and Transaction Documents and (ii) allow AHMC to take any and all

11

actions permitted under the APA and Transaction Documents in accordance with the terms and

12

conditions thereof.

13

31.

Unless otherwise provided in this Sale Order, to the extent any inconsistency exists

14

between the provisions of the APA and this Sale Order, the provisions contained in this Sale Order

15

shall govern.

16

32.

This Court shall retain exclusive jurisdiction to interpret, construe, and enforce the

17

provisions of the APA and this Sale Order in all respects, and further, including, without limitation, to

18

(i) hear and determine all disputes between the Debtors and/or AHMC, as the case may be, and any

19

other non-Debtor party to, among other things, the Assigned Executory Contracts concerning, among

20

other things, assignment thereof by the Debtors to AHMC and any dispute between AHMC and the

21

Debtors as to their respective obligations with respect to any asset, liability, or claim arising hereunder;

22

(ii) compel delivery of the Purchased Assets to AHMC free and clear of Encumbrances; (iii) compel

23

the delivery of the Purchase Price or performance of other obligations owed to the Debtors;

24

(iv) interpret, implement, and enforce the provisions of this Sale Order; and (v) protect AHMC against

25

(A) claims made related to any of the Excluded Liabilities (as defined in the APA), (B) any claims of

26

successor or vicarious liability (or similar claims or theories) related to the Purchased Assets or the

27

Assigned Executory Contracts, or (C) any Encumbrances asserted on or against AHMC or the

28

Purchased Assets.
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Following the date of entry of this Sale Order, the Debtors and AHMC are authorized

2

to make changes to the APA and/or execute supplemental agreements implementing the transactions

3

contemplated by the APA without the need for any further order of the Court provided that all such

4

changes have been approved in writing by the Debtors, AHMC, the Committee, and Prepetition

5

Secured Creditors. Any other proposed changes to the APA or this Sale Order shall require a further

6

order of the Court, after reasonable notice under the circumstances and a hearing.

7
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34.

Notwithstanding any other provision of this Sale Order or any other Order of this

8

Court, no sale, transfer or assignment of any rights and interests of a regulated entity in any federal

9

license or authorization issued by the FCC shall take place prior to the issuance of FCC regulatory

10

approval for such sale, transfer or assignment pursuant to the Communications Act of 1934, as

11

amended, and the rules and regulations promulgated thereunder. The FCC’s rights and powers to take

12

any action pursuant to its regulatory authority, including, but not limited to, imposing any regulatory

13

conditions on such sales, transfers and assignments and setting any regulatory fines or forfeitures, are

14

fully preserved, and nothing herein shall proscribe or constrain the FCC’s exercise of such power or

15

authority to the extent not inconsistent with the applicable provisions of the Bankruptcy Code.

16

35.

The California Attorney General, the Debtors, the Prepetition Secured Creditors, the

17

Committee, and AHMC, reserve all rights, arguments and defenses concerning the California Attorney

18

General’s authority, if any, to review the sale under California Corporations Code §§ 5914-5924 and

19

California Code of Regulations on Nonprofit Hospital Transactions—Title 11, Chapter 15, § 999.5,

20

and any conditions issued thereto. Notwithstanding any provision to the contrary in the APA or the

21

Sale Order, nothing in the APA or this Sale Order shall limit or be construed as a waiver of the

22

Attorney General’s statutory or regulatory authority or other rights or defenses, or a waiver of the

23

Debtors’ statutory or other rights or defenses.

24

36.

Notwithstanding anything to the contrary in this Order or the APA, all rights and

25

interests of New Cingular Wireless PCS, LLC (“AT&T”) as lessee under that certain Medical

26

Office Lease dated as of May 16, 1989, as modified and amended (the “AT&T Lease”) are

27

reserved with respect to (i) AT&T’s rights under § 365(h) or § 363(e) and the applicable

28

agreements and state law and (ii) AT&T’s objections to the ability of the Debtors to sell real
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1

property free and clear of AT&T’s rights and interests related to the AT&T Lease whether under

2

Section 363(f) of the Bankruptcy Code or otherwise (and Debtors’ or AHMC’s rights to contest

3

such rights and objections). In the event that the parties are unable to resolve the above matters,

4

these issues will be set for hearing on a mutually convenient date. Notwithstanding anything in

5

this Order, the APA or otherwise to the contrary, any Purchased Assets that are subject to or

6

encumbered by the AT&T Lease, remain subject to or encumbered by such lease on and after the

7

Closing, subject to a further hearing on a date to be determined or an agreed upon resolution by

8

AT&T, the Debtors, and AHMC.

9
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37.

Notwithstanding anything to the contrary in the Motion, any Cure Notice or

10

assumption notice, any purchase agreement, or this Sale Order (i) none of the insurance policies

11

or any related agreements (collectively, the “Chubb Insurance Contracts”) issued at any time by

12

Federal Insurance Company, ACE American Insurance Company, Illinois Union Insurance

13

Company and each of their affiliates and successors (collectively, “Chubb”), or any rights,

14

benefits, claims, rights to payments and/or recoveries under the Chubb Insurance Contracts shall

15

be sold, assigned or otherwise transferred to the Purchaser in connection with the Sale;

16

(ii) nothing shall alter, modify or otherwise amend the terms or conditions of the Chubb Insurance

17

Contracts; and (iii) for the avoidance of doubt, the Purchaser is not, and shall not be deemed to

18

be, an insured under any of the Chubb Insurance Contracts; provided, however, that to the extent

19

any claim with respect to any Purchased Assets arises that is covered by the Chubb Insurance

20

Contracts and the proceeds of the applicable Chubb Insurance Contract would be payable to the

21

Debtors (as opposed to a third party claimant), the Debtors may pursue such claim in accordance

22

with the terms of the Chubb Insurance Contracts, and, if applicable, turn over to the Purchaser

23

any such insurance proceeds (each, a “Proceed Turnover”); provided, further, however, that the

24

Chubb Companies shall not have any duty to effectuate a Proceed Turnover or liability related to

25

a Proceed Turnover.

26

38.

The Debtors shall, no later than forty (40) days prior to the Closing Date, provide

27

UnitedHealthcare Insurance Company and Cigna Healthcare of California, Inc., and certain

28

affiliates, with written notice of the Debtors’ irrevocable decisions as to whether or not the
- 23 US_Active\114512055\V-3
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Desc

1

Debtors propose to assume and assign any or all of the United Facility Participation Agreement,

2

effective as of April 1, 2017, or the Cigna Hospital Services Agreement, effective as of May 1,

3

2017, each as amended, as part of the Sale; provided, however, that such notice shall be

4

irrevocable only to the extent that the Sale transaction is approved by this Court and an order

5

thereon becomes final and non-appealable.

6
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39.

The Committee and the Prepetition Secured Creditors rights, and their ability to

7

participate and be heard at hearings concerning the Sale, are hereby reserved. To the extent that the

8

Prepetition Secured Creditors or the Committee desire to file pleadings related to such hearings, their

9

respective times for filing an objection or response shall be the same as granted to the Debtors pursuant

10
11

to the notice in each such instance.
40.

The Purchaser is acquiring the Purchased Assets subject to the State of California

12

Services Agreement, which, subject to the assignment provisions (including the State’s written consent

13

rights) thereof, will be assumed by the Debtors and assigned to the Purchaser in a manner consistent

14

with section 1.1 of the Additional Provisions Addendum of the State of California Services Agreement.

15

The free and clear provisions of § 363(f) with respect to the Purchased Assets do not apply to the State

16

of California Services Agreement. The Purchaser shall comply with all assignment provisions under

17

the State of California Services Agreement, including any requirement for written consent from DPH

18

and an amendment to the State of California Services Agreement that provides for an agreed reduction

19

in Compensation (as defined in the State of California Services Agreement). DPH and the Purchaser

20

are authorized to negotiate the required amendment to the State of California Services Agreement.

21

Pending any such amendment and written approval (and thereafter), the Purchaser will perform all

22

obligations under the State of California Services Agreement without interruption of patient care.

23

Notwithstanding any contrary provisions herein or in the APA, the segregated account under section

24

5.15 of the State of California Services Agreement shall be used only as permitted under the State of

25

California Services Agreement and the State Services Agreement Order unless authorized by the prior

26

written consent of DPH. Nothing in this Order or the APA amends, modifies or supersedes the rights

27

of DPH under the State Services Agreement Order or the State of California Services Agreement. The

28
- 24 US_Active\114512055\V-3
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10
11
12

Proposed Attorneys for the Chapter 11 Debtors and
Debtors In Possession
UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
In re
VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,
Debtors and Debtors In Possession.

13

 Affects All Debtors

14

 Affects Verity Health System of
California, Inc.
 Affects O’Connor Hospital
 Affects Saint Louise Regional Hospital
 Affects St. Francis Medical Center
 Affects St. Vincent Medical Center
 Affects Seton Medical Center
 Affects O’Connor Hospital Foundation
 Affects Saint Louise Regional Hospital
Foundation
 Affects St. Francis Medical Center of
Lynwood Foundation
 Affects St. Vincent Foundation
 Affects St. Vincent Dialysis Center, Inc.
 Affects Seton Medical Center Foundation
 Affects Verity Business Services
 Affects Verity Medical Foundation
 Affects Verity Holdings, LLC
 Affects De Paul Ventures, LLC
 Affects De Paul Ventures - San Jose
Dialysis, LLC

15
16
17
18
19
20
21
22
23
24
25

Desc

SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
NICHOLAS A. KOFFROTH (Bar No. 287854)
nicholas.koffroth@dentons.com
DENTONS US LLP
601 South Figueroa Street, Suite 2500
Los Angeles, California 90017-5704
Tel: (213) 623-9300 / Fax: (213) 623-9924
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NOTICE TO COUNTERPARTIES TO
EXECUTORY CONTRACTS AND UNEXPIRED
LEASES OF THE DEBTORS THAT MAY BE
ASSUMED AND ASSIGNED RELATED TO
SETON MEDICAL CENTER
[RELATES TO DOCKET NOS. 4360, ____]

Hearing:
Date: May 20, 2020
Time: 10:00 am
Place: Courtroom 1568
255 E. Temple St.,
Los Angeles, CA
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PLEASE TAKE NOTICE that, on March 29, 2020, the above-captioned debtors and
debtors in possession (the “Debtors”), filed the Debtors’ Notice of Motion and Motion to Approve
Terms and Conditions of a Private Sale of Certain of the Debtors’ Assets Related to Seton
Medical Center to AHMC Healthcare, Inc. [Docket No. 4360] (the “Motion”). 1
PLEASE TAKE FURTHER NOTICE that, on April ___, 2020, the Court entered an
Order [Docket No. ____] (the “Order”) approving, among other things, the sale (the “Sale”)
pursuant to that certain asset purchase agreement (the “APA”) as set forth more fully in the
Motion, which Order governs (i) the sale of certain assets (the “Purchased Assets”) of Verity
Health System of California, Inc. (“VHS”), Verity Holdings, LLC (“Holdings”), and Seton
Medical Center (“Seton” and, together with VHS and Holdings, the “Sellers”), and (ii) procedures
for the assumption and assignment of certain of the Sellers’ executory contracts and unexpired
leases.
PLEASE TAKE FURTHER NOTICE that the Motion also seeks Court approval of the
Sale of the Purchased Assets to AHMC Healthcare, Inc. (“AHMC”), free and clear of all liens,
claims, interests and encumbrances pursuant to § 363 of the Bankruptcy Code, 11 U.S.C. § 101,
et seq. including the assumption by the Debtors and assignment to AHMC of certain executory
contracts and unexpired leases pursuant to § 365 of the Bankruptcy Code (the “Assumed
Executory Contracts”), with such liens, claims, interests and encumbrances to attach to the
proceeds of the Sale with the same priority, validity and enforceability as they had prior to such
Sale.
PLEASE TAKE FURTHER NOTICE that the Court held a hearing (the “Sale
Hearing”) on April 22, 2020, at 10:00 a.m. (Pacific Time), approving the Sale. The Court set a
further hearing to be held on May 20, 2020, at 10:00 a.m. (prevailing Pacific Time), before the
United States Bankruptcy Court for the Central District of California, 255 E. Temple St., Los
Angeles, California 90012, Courtroom 1568 concerning any objections to the assumption and
assignment of the Assumed Executory Contracts (the “Assumption Objection Hearing”). The
Assumption Objection Hearing may be adjourned from time to time without further notice to
creditors or parties in interest other than by announcement of the adjournment in open court on
the date scheduled for the Assumption Objection Hearing.
PLEASE TAKE FURTHER NOTICE that, consistent with the Order, the Debtors may
seek to assume an executory contract or unexpired lease to which you may be a party. The
Assumed Executory Contract(s) are described on Exhibit A attached to this Notice. The amount
shown on Exhibit A hereto as the “Cure Amount” is the amount, if any, which the Debtors assert
is owed to cure any defaults existing under the respective Assumed Executory Contract.
PLEASE TAKE FURTHER NOTICE that, if you (i) disagree with the Cure Amount
shown for the Assumed Executory Contract(s) on Exhibit A to which you are a party, and/or
(ii) object to the assumption and assignment of the Assumed Executory Contract with respect to
1

Capitalized terms not otherwise defined herein shall have the meanings ascribed to them in the
Motion.
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AHMC’s ability to provide adequate assurance of future performance under the Assumed
Executory Contract, then you must file in writing with the United States Bankruptcy Court for the
Central District of California, 255 E. Temple St., Los Angeles, California 90012, an objection on
or before May 6, 2020 at 5:00 p.m. (prevailing Pacific Time). Any objection must set forth the
specific default or defaults alleged and set forth any cure amount as alleged by you. If a contract
or lease is assumed and assigned pursuant to a Court order approving same, then unless you
properly file and serve an objection to the Cure Amount contained in this Notice, you will receive
at the time of the closing of the sale (or as soon as reasonably practicable thereafter), the Cure
Amount set forth herein, if any. Any counterparty to an Assumed Executory Contract that fails to
timely file and serve an objection to the Cure Amounts shall be forever barred from asserting that
a Cure Amount is owed in an amount in excess of the amount, if any, set forth in the attached
Exhibit A.
PLEASE TAKE FURTHER NOTICE that any objection you may file must be served
so as to be received by the following parties by the applicable objection deadline date and time:
(i) counsel to the Debtors: Dentons US LLP, 601 S. Figueroa Street, Suite 2500, Los Angeles,
CA 90017 (Attn: Tania M. Moyron (tania.moyron@dentons.com)); (ii) the Debtors’ Investment
Banker: Cain Brothers, a division of KeyBanc Capital Markets, 1 California Street, Suite 2400,
San Francisco, CA 94111 (Attn: James Moloney (jmoloney@cainbrothers.com)); (iii) counsel to
the Official Committee: Milbank, Tweed, Hadley & McCloy LLP, 2029 Century Park East, 33rd
Floor, Los Angeles, CA 90067 (Attn: Gregory A. Bray (gbray@milbank.com)); (iv) counsel to
the Master Trustee and Series 2005 Bond Trustee: Mintz, Levin, Cohn, Ferris, Glovsky and
Popeo, P.C., One Financial Center, Boston, MA 02111 (Attn: Daniel S. Bleck and Paul Ricotta
(dsbleck@mintz.com, pricotta@mintz.com)); (v) counsel to the Series 2015 Notes Trustee:
McDermott Will & Emergy LLP, 444 West Lake Street, Suite 4000, Chicago, IL 60606 (Attn:
Nathan F. Coco and Megan Preusker (ncoco@mwe.com; mpreusker@mwe.com)); (vi) counsel to
the Series 2017 Notes Trustee: Maslon, LLP, 3300 Wells Fargo Center, 90 South Seventh Street,
Minneapolis, MN 55402 (Attn: Clark Whitmore (clark.whitmore@maslon.com)); and (vii)
counsel to the MOB Lenders: Jones Day, 250 Vesey Street, New York, NY 10281 (Attn: Bruce
Bennett,
Benjamin
Rosenblum,
and
Peter
Saba
(bbennett@jonesday.com,
brosenblum@jonesday.com, psaba@jonesday.com).
PLEASE TAKE FURTHER NOTICE that AHMC shall be responsible for satisfying
any requirements regarding adequate assurance of future performance that may be imposed under
11 U.S.C. §§ 365(b) and (f) in connection with the proposed assignment of any Assumed
Executory Contract. The Court shall make its determinations concerning adequate assurance of
future performance under the Assumed Executory Contracts pursuant to 11 U.S.C. §§ 365(b) and
(f) at the Assumption Objection Hearing.
PLEASE TAKE FURTHER NOTICE that except to the extent otherwise provided in
the AHMC APA, the Debtors and the Debtors’ estates shall be relieved of all liability accruing or
arising after the assumption and assignment of the Assumed Executory Contracts pursuant to 11
U.S.C. § 365(k).
PLEASE TAKE FURTHER NOTICE that Assumption Objections may be resolved by
the Court at the Assumption Objection Hearing, or at a separate hearing either before or after the
Assumption Objection Hearing.

28
-2US_Active\114444975\V-1

Case 2:18-bk-20151-ER

1
2
3
4
5
6
7
8

Desc

PLEASE TAKE FURTHER NOTICE that nothing contained herein shall obligate the
Debtors to assume any Assumed Executory Contracts or to pay any Cure Amount.
PLEASE TAKE FURTHER NOTICE THAT IF YOU DO NOT TIMELY FILE AND
SERVE AN OBJECTION AS STATED ABOVE, THE COURT MAY GRANT THE RELIEF
REQUESTED IN THE MOTION WITH NO FURTHER NOTICE.
PLEASE TAKE FURTHER NOTICE THAT ANY COUNTERPARTY TO ANY
ASSUMED EXECUTORY CONTRACT WHO DOES NOT FILE A TIMELY OBJECTION TO
THE CURE AMOUNT FOR SUCH ASSUMED EXECUTORY CONTRACT IS DEEMED TO
HAVE CONSENTED TO SUCH CURE AMOUNT.
Dated: _________, 2020

9
DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300
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SAMUEL R. MAIZEL
TANIA M. MOYRON

10
By

11
12

[DRAFT]
Tania M. Moyron

Attorneys for the Chapter 11 Debtors and
Debtors In Possession
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Exhibit A

2

(Assumed Executory Contracts)
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Title 11, California Code of Regulations,§ 999.5(d)(l)(B)
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1 SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
2 TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
3 NICHOLAS A. KOFFROTH (Bar No. 287854)
nick.koffroth@dentons.com
4 DENTONS US LLP
601 South Figueroa Street, Suite 2500
5 Los Angeles, California 90017-5704
Tel: (213) 623-9300 / Fax: (213) 623-9924
6
Attorneys for the Chapter 11 Debtors and
7 Debtors In Possession
UNITED STATES BANKRUPTCY COURT
8
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
Lead Case No. 2:18-bk-20151-ER

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9
10 In re
11 VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,
12
Debtors and Debtors In Possession.
13
☒ Affects All Debtors
14 ☒ Affects Verity Health System of California,
Inc.
15 ☐ Affects O’Connor Hospital
☐ Affects Saint Louise Regional Hospital
16 ☐ Affects St. Francis Medical Center
☐ Affects St. Vincent Medical Center
17 ☒ Affects Seton Medical Center
☐ Affects O’Connor Hospital Foundation
18 ☐ Affects Saint Louise Regional Hospital
Foundation
19 ☐ Affects St. Francis Medical Center of
Lynwood Foundation
20 ☐ Affects St. Vincent Foundation
☐ Affects St. Vincent Dialysis Center, Inc.
21 ☐ Affects Seton Medical Center Foundation
☐ Affects Verity Business Services
22 ☐ Affects Verity Medical Foundation
☒ Affects Verity Holdings, LLC
23 ☐ Affects De Paul Ventures, LLC
☐ Affects De Paul Ventures - San Jose
Dialysis, LLC
24
25 Debtors and Debtors In Possession.
26
27
28
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Hon. Judge Ernest M. Robles
DEBTORS’ NOTICE OF MOTION AND MOTION
TO APPROVE TERMS AND CONDITIONS OF A
PRIVATE SALE OF CERTAIN OF THE DEBTORS’
ASSETS RELATED TO SETON MEDICAL
CENTER TO AHMC HEALTHCARE INC.;
MEMORANDUM OF POINTS AND AUTHORITIES
AND DECLARATIONS IN SUPPORT THEREOF
Hearing:
Date: April 22, 2020
Time: 10:00 a.m.
Place: Courtroom: 1568
255 East Temple Street
Los Angeles, CA 90012
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PLEASE TAKE NOTICE that, at the above-referenced date, time and location, Verity

2 Health System of California, Inc. (“VHS”) and the above-referenced affiliated debtors, the debtors
3 and debtors in possession (collectively, the “Debtors” or the “Verity Health System”) in the
4 above-captioned chapter 11 bankruptcy cases (the “Cases”), will move (the “Motion”) for the
5 entry of an order: (i) approving a private sale (the “Sale”) of certain assets (the “Purchased
6 Assets”) of Debtors Seton Medical Center (“Seton”), 1 Verity Holdings, LLC (“Holdings”), and
7 VHS (together with Seton and Holdings, the “Sellers”) to AHMC Healthcare Inc. (“AHMC” or
8 the “Buyer”); (ii) approving the asset purchase agreement (the “APA”) and ancillary documents

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 attached to the Motion as Exhibit “A” by and between the Sellers and AHMC; (iii) approving
10 procedures related to the assumption and assignment of the Assigned Contracts and Assigned
11 Leases (as those terms are defined in the Motion, and, collectively, the “Assigned Executory
12 Contracts”), together with the payment of Cure Costs (as such terms are defined in the Motion);
13 (iv) waiving any stay of the effectiveness of such order; and (v) granting such other and further
14 relief as is just and appropriate under the circumstances.
15

PLEASE TAKE FURTHER NOTICE that the Motion is based on this Notice and

16 Motion, the attached Memorandum of Points and Authorities, Declaration of Richard Adcock in
17 Support of Emergency First-Day Motions [Docket No. 8] (the “First-Day Decl.”), the Declaration
18 of James M. Moloney in Support of the Debtors’ Memorandum in Support of Entry of an Order:
19 (A) Authorizing the Sale of Property Free and Clear of All Claims, Liens and Encumbrances; (B)
20 Authorizing the Assumption and Assignment of Designated Executory Contracts and Unexpired
21 Leases; and (C) Granting Related Relief [Docket No. 2220] (the “Prior Moloney Decl.”); the
22 Declarations of Richard Adcock (the “Adcock Decl.”), Peter C. Chadwick (the “Chadwick
23 Decl.”), and James M. Moloney (the “Moloney Decl.”) filed concurrently herewith, any other
24 admissible evidence properly brought before the Court. In addition, the Debtors request that the
25
26

1

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located
at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
27
“Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
28 California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
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1 Court take judicial notice of all documents filed with the Court in the Cases and the public
2 meetings of the County Board of Supervisors of the County of San Mateo.
3

PLEASE TAKE FURTHER NOTICE that, pursuant to Local Bankruptcy Rule 9013-

4 1(f), any party opposing or responding to the Motion must file a response (the “Response”) with
5 the Bankruptcy Court and serve a copy of it upon the moving party and the United States Trustee
6 not later than 14 days before the date designated for the hearing. A Response must be a complete
7 written statement of all reasons in opposition to the Motion or in support, declarations and copies
8 of all evidence on which the responding party intends to rely, and any responding memorandum of

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 points and authorities.
10

PLEASE TAKE FURTHER NOTICE that, pursuant to Local Bankruptcy Rule 9013-

11 1(h), the failure to file and serve a timely a Response to the Motion may be deemed by the Court
12 to be consent to the relief requested herein.
13
14

Dated: March 29, 2020

DENTONS US LLP
SAMUEL R. MAIZEL
TANIA M. MOYRON
NICHOLAS A. KOFFROTH

15
16

By

17
18

/s/ Tania M. Moyron
Tania M. Moyron

Attorneys for Verity Health Systems of
California, Inc., et al.

19
20
21
22
23
24
25
26
27
28
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MEMORANDUM OF POINTS AND AUTHORITIES

2

Verity Health System of California, Inc. (“VHS”) and the above-referenced affiliated

3 debtors, the debtors and debtors in possession (collectively, the “Debtors” or the “Verity Health
4 System”) in the above-captioned chapter 11 bankruptcy cases (the “Cases”), hereby move (the
5 “Motion”) for the entry of an order: (i) approving a private sale (the “Sale”) of certain assets (the
6 “Purchased Assets”) of Debtors Seton Medical Center (“Seton”), 2 Verity Holdings, LLC
7 (“Holdings”), and VHS (together with Seton and Holdings, the “Sellers”) to AHMC Healthcare
8 Inc. (“AHMC” or the “Buyer”); (ii) approving the asset purchase agreement (the “APA”) and

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 ancillary documents attached hereto as Exhibit “A” by and between the Sellers and AHMC; (iii)
10 approving procedures related to the assumption and assignment of the Assigned Contracts and
11 Assigned Leases (as those terms are defined in the Motion, and, collectively, the “Assigned
12 Executory Contracts”), together with the payment of Cure Costs (as such terms are defined in the
13 Motion); (iv) waiving any stay of the effectiveness of such order; and (v) granting such other and
14 further relief as is just and appropriate under the circumstances. In support of the Motion, the
15 Debtors rely on the Declaration of Richard Adcock in Support of Emergency First-Day Motions
16 [Docket No. 8] (the “First-Day Decl.”), the Declaration of James M. Moloney in Support of the
17 Debtors’ Memorandum in Support of Entry of an Order: (A) Authorizing the Sale of Property Free
18 and Clear of All Claims, Liens and Encumbrances; (B) Authorizing the Assumption and
19 Assignment of Designated Executory Contracts and Unexpired Leases; and (C) Granting Related
20 Relief [Docket No. 2220] (the “Prior Moloney Decl.”); the Declarations of Richard Adcock (the
21 “Adcock Decl.”), Peter C. Chadwick (the “Chadwick Decl.”), and James M. Moloney (the
22 “Moloney Decl.”) filed concurrently herewith, any other admissible evidence properly brought
23 before the Court, and respectfully state as follows:
24
25
2

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
27 “Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
28
26
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1

I.

2

INTRODUCTION3

3

Desc

The Debtors have successfully negotiated an APA with AHMC that will preserve the Seton

4 Facilities—both the Hospital and the Coastside Campus—as operating hospitals. The APA is the
5 product of exhaustive marketing efforts undertaken by the Debtors and their professionals after the
6 prior sale of the Seton Facilities did not close. As a result of the Debtors’ marketing efforts, the
7 Debtors received one4 qualified offer from AHMC, an experienced hospital operator in California
8 that has had successes revitalizing distressed hospitals. The subsequent negotiations between the

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 parties eventually resulted in the APA, which provides that AHMC will pay the Sellers $40
10 million, plus an amount equal to the cure costs for the Purchased Assets, while the Debtors’
11 estates will retain certain accounts receivable generated prior to the closing of the Sale.
12

The continued operation of the Seton Facilities will serve the interests of the communities

13 served by the Debtors, the Debtors’ charitable mission, and the Debtors’ estates, including of
14 employees and trade vendors that will maintain an ongoing relationship with the Seton Facilities.
15 Further, preservation of the Seton Facilities as operating hospitals will be critical to the State of
16 California’s (the “State”) efforts to address the ongoing 2019 coronavirus (“COVID-19”)
17 pandemic and continue to provide other essential health care services to Seton’s communities.
18 Based on the foregoing, the Debtors have determined, in their business judgment, that the Sale to
19 AHMC pursuant to the APA is in the best interests of the Debtors, their estates, creditors,
20 stakeholders, and mission of service to the communities. As such, the Debtors respectfully request
21 that this Court approve the Sale.
22
23

3

Capitalized terms used and not defined in this Introduction have the definitions set forth
24 elsewhere in this Motion.
25

4

As set forth more fully in the Motion, the Debtors received unsolicited offers from Strategic
Global Management, Inc. (“SGM”) and its affiliate. The Debtors, in their business judgment,
26
determined that any offer from SGM or its affiliates exposes their estates to significant and
27 unacceptable risks. Further, as set forth herein, the terms of the offers yielded negative value to
the Debtors’ estates.
28
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1

II.

2

JURISDICTION AND STATUTORY PREDICATES

3

Desc

The Bankruptcy Court has jurisdiction pursuant to 28 U.S.C. §§ 157 and 1334. This matter

4 is a core proceeding under 28 U.S.C. §§ 157(b)(2). Venue is proper pursuant to 28 U.S.C. §§
5 1408 and 1409.
6

The Debtors the relief requested in this Motion pursuant to §§ 105, 363, and 365 of title 11

7 of the United States Code, 11 U.S.C. §§ 101, et seq. (the “Bankruptcy Code”),5 Rules 2002, 6004,
8 6006, 9007, and 9014 of the Federal Rules of Bankruptcy Procedure (the “Bankruptcy Rules”),

DENTONS US LLP
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9 and Rules 6004-1(b) and 9013-1 of the Local Bankruptcy Rules of the United States Bankruptcy
10 Court for the Central District of California (the “LBR”).
11

III.

12

STATEMENT OF FACTS

13 A.

General Background

14

1.

On August 31, 2018 (the “Petition Date”), the Debtors each filed a voluntary

15 petition for relief under chapter 11 of the Bankruptcy Code in the United States Bankruptcy Court
16 for the Central District of California, Los Angeles Division (the “Bankruptcy Court”). Since the
17 commencement of their Cases, the Debtors have been operating their businesses as debtors in
18 possession pursuant to §§ 1107 and 1108. On September 14, 2018, the Office of the United States
19 Trustee appointed the Official Committee of Unsecured Creditors [Docket No. 197].
20

2.

Debtor VHS, a California nonprofit public benefit corporation, is the sole corporate

21 member of five Debtor California nonprofit public benefit corporations that operated O’Connor
22 Hospital, Saint Louise Regional Hospital, and St. Vincent Medical Center, and currently operates
23 St. Francis Medical Center, the Coastside Campus and the Hospital (the subject of this Motion).
24

3.

As of the Petition Date, the Verity Health System operated as a nonprofit

25 healthcare system in the State of California, with approximately 1,680 inpatient beds, six active
26 emergency rooms, a trauma center, eleven medical office buildings, and a host of medical
27
28
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1 specialties, including tertiary and quaternary care. See First-Day Decl. at ¶ 12. The scope of the
2 services provided by the Verity Health System is exemplified by the fact that in 2017, the system
3 hospitals provided medical services to over 50,000 inpatients and approximately 480,000
4 outpatients. Id. The Verity Health System was originally established by the Daughters of Charity
5 of St. Vincent de Paul, Province of the West, to support the mission of the Catholic Church
6 through a commitment to the sick and poor. Id.
7

4.

Seton was originally founded as Mary’s Help Hospital by the Daughters of Charity

8 of St. Vincent De Paul in 1893. See id. at ¶ 39. The original facility was destroyed in the San

DENTONS US LLP
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9 Francisco Earthquake of 1906, and by 1912, Mary’s Help Hospital reopened a new facility in San
10 Francisco. Id. In 1965, the Hospital was moved to its current location at 1900 Sullivan Avenue,
11 Daly City, California. Id. The Hospital was renamed Seton Medical Center in 1983, and serves
12 residents from San Francisco and San Mateo areas. Id. Seton owns the real property constituting
13 the Daly City Campus, including the Hospital, an employee parking lot, and other facilities
14 thereon. Id. at ¶ 27. Seton is exempt from federal income taxation as an organization described in
15 § 501(c)(3) of the Internal Revenue Code of 1986. Id. at ¶ 21.
16

5.

In addition to the Hospital, Seton operates a second campus, the Coastside Campus,

17 located at 600 Marine Boulevard, Moss Beach, California 94038. The Coastside Campus was
18 founded as Moss Beach Rehabilitation Hospital in 1970. Id. at ¶ 40. In 1980, the City of Half
19 Moon Bay acquired ownership of the hospital and signed an agreement for Daughters of Charity
20 to manage operations of the hospital and rename it St. Catherine’s Hospital. Id. In 1993, St.
21 Catherine’s Hospital became Seton Medical Center Coastside as it became integrated with the
22 Hospital. Id.
23

6.

The Hospital and the Coastside Campus operate under one consolidated acute care

24 license, issued by the State of California Department of Public Health (“CDPH”) with effective
25 date of January 1, 2020. Seton has a single board of directors (the “Seton Board”), executive
26
27

{continued from previous page}
5
All references to “§” are to sections of the Bankruptcy Code.

28
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1 leadership team, human resources and charity care policies, and union collective bargaining
2 agreements. Id. at ¶¶ 11, 39, 40.
3

7.

The Hospital is currently licensed for 357 beds, comprising 250 general acute care

4 beds, 83 skilled nursing beds, and 24 acute psychiatric beds (two of which have been placed in
5 suspense). See Adcock Decl., at ¶ 6. Of the 250 general acute care beds, 18 are designated for
6 perinatal services (in suspense),6 14 for coronary care, 14 for intensive care, three for intensive
7 care newborn nursery (in suspense), with the remaining 201 beds unspecified general acute care
8 beds. Id. Seton has an emergency department with 11 rooms with 18 beds; and four surgical

DENTONS US LLP
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9 suites constituting an ambulatory surgical center. Id. It also has 10 surgical operating rooms
10 (eight of which are active), and three cardiac catheterization labs (one of which is dedicated for
11 endoscopic retrograde cholangiopancreatography (ERCP) used by specialist gastroenterologists).
12 Id.
13

8.

As of the date of this Motion, the Hospital employs approximately 1172

14 employees, of which 411 are full time, 432 are part time, and 329 are per diem. See Adcock Decl.,
15 at ¶ 7. The Hospital’s employees are represented by four unions with the respective contractual
16 obligations: (i) NUHW (Non-Nursing Service Employees); (ii) CNA (Nurses); (iii) Local 20
17 (Clinical Laboratory Scientists); and (iv) Local 39 (Stationary and Bio-medical Engineers). See
18 First-Day Decl., at ¶ 60.
19

9.

The Hospital is a jointly “obligated” party with its affiliates on approximately

20 $461.4 million of outstanding secured debt consisting of: (a) $259.4 million outstanding tax
21 exempt revenue bonds, Series 2005 A, G and H issued by the California Statewide Communities
22 Development Authority (the “2005 Bonds”), which loaned the bond proceeds to certain Debtors to
23 provide funds for capital improvements and to refinance certain tax exempt bonds previously
24 issued in 2001 by the Daughters of Charity Health System; and (b) $202.0 million outstanding tax
25
6

The 2020 License fails to reflect that these perinatal beds are in suspense. Seton believes this
was an inadvertent oversight. By letter dated January 30, 2020, it has requested that CDPH update
27 its license to correct this and other errors, including errors related to three NICU beds, two
psychiatric beds and its Outpatient Joint Replacement Clinic.
28
26
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1 exempt revenue notes, Series 2015 A, B, C, and D and Series 2017 issued by the California Public
2 Finance Authority. Id. at ¶ 121.
3

10.

In May 2017, the California Statewide Communities Development Authority (the

4 “CSCDA”) issued $20 million of limited obligation tax exempt bonds, pursuant to the
5 CaliforniaFIRST Clean Fund Program in five series, all with the same maturity date of September
6 2, 2047 (the “Clean Fund Bonds”), as the conduit issuer for the benefit and obligation of Seton.
7 Id. at ¶ 124. The purpose of the bond funding was to assist with clean energy and seismic
8 construction efforts of Seton and are secured by Seton’s voluntary agreement to special tax

DENTONS US LLP
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9 assessments by Daly City, California. Id. No other Debtor is liable for repayment of the Clean
10 Fund Bonds. Id. Interest on the Clean Fund Bonds accrues at 6.4%. Id. The special assessment
11 runs for a period which is the shorter of 30 years or the early full defeasement of the Clean Fund
12 Bonds. Id.
13

11.

In September 2017, the CSCDA issued an additional $20 million of limited

14 obligation tax exempt bonds in a single series, also pursuant to the CaliforniaFIRST program, and
15 also for the purpose of assisting with clean energy and seismic improvement construction at the
16 Hospital (“NR2 Petros Bonds”). Id. at ¶ 125. The NR2 Petros Bonds also mature on September 2,
17 2047 but carry an interest rate of 6.45%. Id. The NR2 Petros Bonds also are secured by a special
18 Daly City tax assessment on Seton property. Id. No other Debtor is liable for repayment of the
19 NR2 Petros Bonds. Id. The special assessment runs for a period which is the shorter of 30 years
20 or the early full defeasement of the NR2 Petros Bonds. Id.
21

12.

The Hospital has consistently lost money for many years due to, among other

22 things, unfavorable payor contracts, rising costs of providing health care, high pension obligations
23 and certain requirements imposed on the Hospital by the California Attorney General. See id. at
24 ¶¶ 95, 99.
25

13.

On the Petition Date, the Hospital accounted for approximately 29% of the

26 operating losses of the entire Verity Health System although the Hospital accounted for
27 approximately only 17% of the net patient revenue. See Chadwick Decl., at ¶ 5. Since the
28 Petition Date, the Hospital’s share of the system operating losses has required the Debtors’ estates
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1 to fund approximately $5 million of working capital per month, including corporate overhead
2 allocations. Id. at ¶ 6. The Debtors project continuing operating losses at the Hospital. Id. Based
3 on Seton’s performance, the Debtors concluded that a sale to a buyer with experience revitalizing
4 distressed hospitals offered the best alternative to maintain the Seton Facilities as operating
5 hospitals.
6 B.

Marketing and Sale Efforts

7

a.

Prepetition Sale Efforts

8

14.

Prior to the Petition Date, the Debtors engaged in substantial efforts to market and

DENTONS US LLP
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9 solicit interest in their assets, including the five hospitals and related assets (collectively, the
10 “Assets”). See Prior Moloney Decl. at ¶ 4. In June 2018, Debtors engaged Cain Brothers, a
11 division of KeyBanc Capital Markets (“Cain”), to assist in identifying potential buyers of some or
12 all of the Assets and commenced discussions with those potential Buyers. Id. Cain prepared a
13 Confidential Investment Memorandum and organized an online data site to share information with
14 potential buyers and contacted strategic and financial buyers beginning in July 2018. Id. In this
15 initial marketing process, Cain contacted more than 100 potential partners to evaluate their interest
16 in exploring a transaction involving some or all of the Assets. Id. By August 2018, as a result of
17 its ongoing and broad marketing process, Cain had received 11 “Indications of Interest” from
18 potential buyers of some or all of the Assets. Id.
19

b.

DIP Facility

20

15.

At the commencement of the Cases, the Debtors obtained court approval for a DIP

21 financing facility with up to $185 million of availability from Ally Bank subject to a borrowing
22 base (the “DIP Facility”). See Docket No. 409. The DIP Facility was secured by substantially all
23 of the Debtors’ assets and also provided for super priority administrative priority status for all
24 obligations under the facility. Id. The DIP Facility enabled Debtors to operate the system
25 hospitals while they continued their efforts to find a purchaser for their assets and to reach
26 agreements with key constituents. On September 6, 2019, the Debtors received authority to pay
27 off the DIP Facility and continue funding operations through the consensual use of cash collateral
28 [Docket No. 3022].
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1

c.

Postpetition Sale Efforts

2

16.

Postpetition, Cain continued to work with potential buyers for some or all of the

3 Assets. See Prior Moloney Decl., at ¶ 5. Based on these discussions, the Debtors determined that
4 seeking a buyer for the Assets in Santa Clara and a separate buyer for the other Assets would most
5 likely yield higher net proceeds for the Debtors’ estates. Id. As a result, the sale of the Santa
6 Clara Assets to Santa Clara County was approved by the Court on December 27, 2018 [Docket
7 No. 1153].
8

17.

Thereafter, Cain focused on marketing the Debtors’ remaining Assets, including

DENTONS US LLP
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9 the Hospital. See Prior Moloney Decl., at ¶ 6. As a part of this process, Cain contacted more 189
10 potential parties to evaluate potential stalking horse bidders for some or all of the Debtors’
11 remaining Assets of which 92 had executed an NDA and 18 submitted written proposals. Id.
12 Subsequent to receiving access to the virtual data room and being offered additional information
13 via conference calls and site visits, many of the potential purchasers indicated that they were not
14 interested in being the stalking horse bidder. Id. During November and December 2018, the
15 Debtors and their advisors had substantial discussions with those potential buyers remaining,
16 during which Prime Healthcare and SGM emerged as the leading potential candidates to be
17 selected as the stalking horse bidder for the Debtors’ remaining Assets. Id.
18

d.

The First Sale Process

19

18.

After extensive negotiations with both parties and careful review of the proposed

20 transactions by the Debtor and its advisors, the Debtors selected SGM as the stalking horse bidder
21 (the “Stalking Horse Bidder”) for the Debtors’ remaining Assets. Id. at ¶ 7. On February 19,
22 2019, the Court held a hearing on the Sale and Bidding Procedures Motion and thereafter entered
23 an order approving the Sale and Bidding Procedures Motion [Docket No. 1572] (the “Bidding
24 Procedures Order”). SGM served as the Stalking Horse Bidder under the terms of the Bidding
25 Procedures Order. The Bidding Procedures Order also approved that certain asset purchase
26 agreement [Docket No. 2305-1] (the “SGM APA”) as modified therein.
27

19.

Cain sent the approved bidding procedures to the 90 parties with whom the Debtor

28 had previously executed NDAs and included the timetable for the sale of the Debtors’ remaining
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1 Assets. See Prior Moloney Decl., at ¶ 8. Cain also requested that each party confirm that each
2 party continued access to the data room and were interested in continuing to evaluate the purchase
3 of some or all of the Debtors’ remaining assets. Id. Nineteen of those parties confirmed that they
4 were still evaluating the transaction and requested continued access to the data room. Id.
5

20.

Cain facilitated due diligence by potential buyers, including arranging site visits,

6 organizing calls with the Debtors’ leadership team and facilitated follow-up from the Debtors and
7 their advisors to address diligence requests. Id. at ¶ 9. Of these nineteen interested parties, certain
8 parties evaluated acquiring all the Debtors’ remaining Assets, others evaluated acquiring

DENTONS US LLP
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9 individual hospitals, and others were real estate companies that evaluated purchasing Seton to
10 convert its campus to non-hospital uses. Id.
11

21.

At the end of the marketing period, two parties submitted Qualified Bids (as

12 defined in the Bidding Procedures Order), one for St. Vincent Medical Center and one for St.
13 Francis Medical Center, one party submitted a non-Qualified Bid for St. Francis Medical Center
14 and one party submitted a non-Qualified Bid for all of the assets. Id. at ¶ 10. No Qualified Full
15 Bid (as defined in the Bidding Procedures Order) was received; neither was any Qualified Bid
16 received for the Hospital. See Docket No. 2053.
17

22.

Accordingly, under the terms of the SGM APA and the Bidding Procedures Order,

18 no auction was held and the Debtors declared SGM as the “winning bidder” of the hospitals.
19 Docket No. 2053, at 2. On May 2, 2019, the Bankruptcy Court entered the Order (A) Authorizing
20 the Sale of Certain of the Debtors’ Assets to Strategic Global Management, Inc. Free and Clear of
21 Liens, Claims, Encumbrances, and Other Interests; (B) Approving the Assumption and Assignment
22 of an Unexpired Lease Related Thereto; and (C) Granting Related Relief [Docket No. 2306] (the
23 “Sale Order”), approving the sale to SGM (the “SGM Sale”). Pursuant to the SGM APA, SGM
24 agreed to continue to operate the Hospital as well as the Debtors’ other three hospitals.
25

23.

SGM did not close the sale by December 27, 2019 and the Debtors then terminated

26 the SGM APA.
27
28
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1

e.

Marketing Process 2020

2

24.

Following the failure of the SGM Sale, Cain commenced a new marketing process

3 to identify parties interested in acquiring the Seton Facilities. See Moloney Decl., at ¶ 5. Cain
4 contacted select parties that had previously expressed interest in the Hospital and the Coastside
5 Campus.

Id.

In addition, Cain updated the Seton Facilities Confidential Information

6 Memorandum (CIM), which it posted to the data room on December 30, 2019. Id.
7

25.

On January 10, 2020, two bidders submitted non-binding Indications of Interest

8 (“IOI”) to acquire the Seton Facilities as operating facilities. Id. at ¶ 6. One of the bidders

DENTONS US LLP
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9 submitted an IOI but, ultimately, the bidder decided not to move forward with its bid. Id.
10

26.

The remaining bidder, AHMC, entered into substantive negotiations with the

11 Debtors, which ultimately resulted in the APA.
12

f.

The AHMC APA

13

27.

The AHMC APA contemplates the sale of the Purchased Assets to AHMC 7 on the

14 following material terms:8
15



AHMC will pay $40 million (the “Cash Consideration”), plus an amount equal to
cure costs for the Purchased Assets, less amounts creditable to certain hired
employees on account of paid time off. See Ex. A (APA § 1.1).



AHMC will provide a good faith deposit of 20% of the Cash Consideration that,
except for certain limited circumstances set forth in the APA, will be nonrefundable. See id. (APA § 1.2).



AHMC will not assume any liabilities of the Sellers, and, instead, will perform and
satisfy certain transferred obligations such as those under any Assigned Executory
Contracts. See id. (APA § 1.9).



AHMC will designate the contracts and leases subject to assumption and
assignment not later than 30 days prior to the closing date; however, AHMC will
reserve the right to designate additional contracts or leases up to 14 days before

16
17
18
19
20
21
22
23
24

7
AHMC may assign its rights and obligations under the APA to its designated affiliates or
25 assignees as permitted by the APA.

26

8

Any summary of the terms of the APA contained in this Motion is qualified in its entirety by
reference
to the provisions of the APA. In the event of any inconsistencies between the provisions
27
of the APA and any summaries set forth herein, the terms of the APA shall govern.
28
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4



The Sellers will pay cure costs to counterparties of Assigned Executory Contracts
from the purchase price. See id. (APA § 5.8).



The Sellers will retain all accounts receivable generated or allocable to patient
services prior to closing, excluding certain post-closing receipts of Measure B
trauma funding, California QAF Program payments and disproportionate share
funding. See id. (APA § 1.8(g)).



The closing of the Sale will take place no later than five business days following
the satisfaction or waiver of all conditions to closing set forth in the APA. See id.
(APA § 1.3).



Among the conditions to closing are: (i) entry of an order approving the Sale with a
finding that AHMC is a good faith purchaser pursuant to § 363(m), see id. (APA §
8.1); (ii) approval of settlement agreements authorizing the transfer of Seton’s
Medi-Cal and Medicare provider agreements to AHMC, see id. (APA § 8.6); and
(iii) (a) imposition of conditions by the Attorney General that are substantially
consistent with the conditions set forth in Schedule 8.5 to the APA, or (b) entry of
an order finding that any additional conditions are an “interest in property” for
purposes of § 363(f) and that the Purchased Assets can be sold free and clear of any
such additional conditions, see id. (APA § 8.5). With respect to the Attorney
General closing condition, the condition is satisfied if the Debtors obtain an
unstayed Court order authorizing the Sale free and clear of any additional
conditions within 30 days from the Attorney General’s imposition of such
additional conditions. See id.



The APA may be terminated by either party if, among other things, (a) a Sale Order
is not entered by August 1, 2020, see id. (APA § 9.1(f)), or (b) if a closing has not
occurred by September 1, 2020, see id. (APA § 9.1(g)).



Upon the closing, and given certain regulatory approval processes applicable to the
Sale, the Purchased Assets will be sold to AHMC and immediately leased back to
the Sellers pursuant to an leaseback agreement with a concurrent management
arrangement until such time as AHMC obtains an effective general acute care
hospital license and hospital pharmacy permit. See id. (APA § 1.3, Exs. 1.3(a) &
1.3(b)).

28.

Importantly, AHMC is aware of the Agreement with the State of California in

5
6
7
8
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10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Desc

closing and the Sellers reserve the absolute right to remove contracts and leases
from such designation to preserve avoidance claims. See id. (APA § 1.11(a)).

1

3
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Response to the COVID-19 Healthcare Emergency to Provide Certain Healthcare Services at
Seton Medical Center approved by this Court on March 20, 2020 [Docket No. 4315] (the
“Services Agreement”).

AHMC intends to cooperate with the State in order to achieve an

28
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1 assignment of the Services Agreement in accordance with Clause 1.1 of the Additional Provisions
2 Addendum contained in the Service Agreement..
3

29.

Additionally, the continued operation of the Seton Facilities will serve the interests

4 of the communities served by the Debtors, the Debtors’ charitable mission, and the Debtors’
5 estates, including of employees and trade vendors that will maintain an ongoing relationship with
6 the Seton Facilities. The Board of Supervisors for the County of San Mateo (the “Board of
7 Supervisors”) held emergency meetings concerning the status of Seton on March 4, March 6, and
8 March 10. Community members gave hours of comment in unequivocal support of efforts to

DENTONS US LLP
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(213) 623-9300

9 maintain the Seton Facilities as operating hospitals. 9 As a result of the meetings, on March 10,
10 2020, the Board of Supervisors voted to provide $20 million in seismic assistance funding for a
11 purchaser of the Seton Facilities as operating hospitals. See San Mateo Cty. Bd. of Supervisors,
12 Special Meeting of the Board of Supervisors, County of San Mateo (Mar. 10, 2020),
13 https://sanmateocounty.legistar.com/MeetingDetail.aspx?ID=769850&GUID=9918C61F-BD9A14 47FB-8DE4-FB1CC1803142&Options=&Search=.
15

30.

The Debtors have exchanged communications with the California Attorney General

16 (the “Attorney General”) to request expedited review of the proposed AHMC Sale, including in
17 connection with the negotiation of the Services Agreement. Although the Attorney General has
18 not offered any commitments, the Debtors will continue to urge the Attorney General to review
19 and approve the Sale expeditiously to limit delay, uncertainty and further cash losses associated
20 with that process.
21
22
23
9

See San Mateo Cty. Bd. of Supervisors, San Mateo County Meeting on Seton Medical Center,
YOUTUBE, (Mar. 4, 2020), https://www.youtube.com/watch?v=jkB4M_h1Mt8; San Mateo Cty.
25 Bd. of Supervisors, San Mateo County Meeting on Seton Medical Center, YOUTUBE (Mar. 6,
2020), https://www.youtube.com/watch?v=ssxtyBZfyP0; San Mateo Cty. Bd. of Supervisors,
26
Special Meeting of the Board of Supervisors, COUNTY OF SAN MATEO (Mar. 10, 2020),
27 https://sanmateocounty.legistar.com/MeetingDetail.aspx?ID=769850&GUID=
9918C61F-BD9A-47FB-8DE4-FB1CC1803142&Options=&Search=.
28
24
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1

g.

The SGM and GMC Seton Offers

2

31.

On February 13, 2020, SGM submitted an unsolicited “Offer to Purchase” (the

3 “SGM Seton Offer”). The SGM Seton Offer proposed the acquisition of the Seton Facilities for
4 “Sixty Million Dollars ($60,000,000.00) cash at Closing.” See Adcock Decl., Ex. 1. The SGM
5 Seton Offer was subject to certain closing conditions, including transfer of Seton’s Medi-Cal and
6 Medicare provider agreements free and clear of successor liability and California Attorney
7 General approval, and provides for a seven-day due diligence period. See id.
8

32.

On February 25, 2020, SGM submitted an unsolicited “Offer to Purchase” (the

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 “SGM System Offer”) the “four properties that are the subject of the Verity-SGM APA.” See id.
10 The SGM System Offer requested that the Debtors “give our proposal serious consideration” and
11 provide input on the Debtors’ intention to, among other things, “[q]ualify SGM as a bidder for St.
12 Francis.” Id.
13

33.

On March 6, 2020, an entity named “Global Medical Center San Mateo County,

14 LLC, wholly owned by Dr. Kali P. Chaudhuri”10 (“GMC”) submitted an unsolicited “Offer to
15 Purchase Seton Assets” (the “GMC Seton Offer”). See id. The GMC Seton Offer proposes the
16 acquisition of the Seton Facilities for “Fifty Million Dollars ($50,000,000.00) cash at Closing”—
17 $10 million less than the $60 million SGM Seton Offer. See id. The GMC Seton Offer is subject
18 to certain closing conditions, including transfer of Seton’s Medi-Cal and Medicare provider
19 agreements free and clear of successor liability and California Attorney General approval, and
20 provides for a seven-day due diligence period.

See id. The GMC Seton Offer purports to

21 withdraw the SGM Seton Offer on behalf of SGM. See id.
22

34.

SGM and GMC have repeatedly set forth their intention to bid on the Purchased

23 Assets. On March 16, 2020, SGM filed its Strategic Global Management, Inc.’s Reply Brief Re:
24 “Order Setting Briefing Schedule To Determine Whether Strategic Global Management Should Be
25 Disqualified From Participating In The Auction” [Docket No. 4278] wherein SGM argued that,
26
27

10

In an irony not lost on the Debtors, KPC Global Medical Center San Mateo County, LLC was
the Seton acquisition entity originally formed for the failed SGM Sale.

28
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1 although the “sale of Seton [was] not presently before the court [sic]” it should be allowed to bid
2 on the Seton assets. Id., at 2, lines 20-24. On March 25, 2020, GMC filed a Notice of Intent to
3 Bid on Seton Assets and Request for Opportunity to Bid [Docket No. 4347] (the “GMC Notice”).
4 GMC did not set the GMC Notice for hearing or make any affirmative request for relief. See
5 GMC Notice at 2 (recognizing that “the issue of how or when a Seton sale will be conducted is not
6 currently before the Court”).

Nevertheless, GMC restated its intention to bid on the Seton

7 Facilities and suggested that it would challenge any sale process in which it is precluded from
8 bidding. See id.
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9

35.

The Debtors determined that the GMC Seton Offer (or any other bid from SGM, its

10 insiders, or affiliates) is subject to significant and unacceptable risks given the Debtors’ history
11 and course of dealing with SGM and related parties over the period of nearly one year in
12 connection with the SGM Sale. See Adcock Decl. at ¶ 11; see also Docket No. 3784 (authorizing
13 the Debtors to undertake an alternative disposition of the Seton Facilities following the SGM
14 Sale). The Debtors also considered this issue in connection with SGM’s request for access to the
15 virtual data room related to St. Francis Medical Center, which the Debtors declined to permit. See
16 Adcock Decl. at ¶ 12 (declining request and explaining that “[a]fter my course of dealing with
17 KPC, it is clear to me that entering into a new process with KPC would be an irresponsible
18 decision and proposes, among other things, significant risks and harm to these estates”). In
19 addition, the Debtors are in litigation with SGM concerning its conduct related to the SGM Sale
20 (the “Adversary Proceeding”). See Adv. Case No. 2:20-ap-01001-ER, Adv. Docket No. 1. In a
21 short timeframe, SGM has filed four appeals of orders entered in these Cases, a motion to
22 withdraw the reference of the Adversary Proceeding to the District Court, and a motion to stay the
23 Adversary Proceeding. See Docket Nos. 3726, 3727, 3746; Adv. Docket No. 50.
24

36.

Additionally, the “offers” reflect that even now SGM (and its affiliate, GMC) is not

25 prepared to close a transaction. The offers each contain a 7 day due diligence period (after more
26 than a year of allegedly conducting due diligence on the Purchased Assets) and multiple
27 conditions to closing. See id. at. Ex. 1. The proposed conditions include undefined “customary
28 closing conditions,” which would likely result in extensive negotiations. See id. Negotiations
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1 with SGM and its principals in connection with the SGM Sale were difficult and time consuming.
2 See id. at ¶ 16. Additionally, GMC proposes to use the same form of agreement that gave rise to
3 the morass of business disputes and appeals regarding Attorney General conditions, material
4 adverse changes and closing requirements. See id. at Ex. 1 (“The previous purchase agreement
5 between Verity and SGM dated January 8, 2019, shall serve as a model for a Definitive
6 Agreement, appropriately tailored to refer only to the Seton Assets.”).
7

37.

GMC suggests that it could close a transaction more quickly than alternative

8 bidders because, among other things, “the Attorney General’s conditions to the approval of the
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9 sale to SGM, Buyer’s affiliate, pertaining to Seton, are acceptable to Buyer.” See id. at Ex. 1.
10 However, GMC fails to point out that those approvals were only in connection with the SGM Sale.
11 See Docket No. 3611 (approving sale free and clear of certain additional conditions “[s]olely and
12 exclusively for purposes of the [SGM] APA”). The Debtors only obtained those approvals only
13 after a hard-fought legal battle that compelled the Attorney General to stipulate to entry of an
14 order agreeing to the conditions insisted upon by SGM, only to see SGM appeal that order.
15 Moreover, SGM is well aware that because this transaction is materially different from the
16 transaction previously approved by the Attorney General, a new review is required by California
17 statute. See CAL. CORP. CODE § 5914(a)(1) (requiring notice and review “prior to entering into
18 any agreement or transaction” covered by the statute).
19

38.

Based on the foregoing, when the Debtors valued the SGM Seton Offer and the

20 GMC Seton Offer, the Debtors determined that they yielded negative value given the risk that
21 SGM, or its affiliate GMC, will not close (again), the operating losses that would be incurred
22 during the regulatory review and approval of the sale, and the risk of a tax remediation issue
23 arising from the assumption of liabilities. See Chadwick Decl. at ¶ 6.
24
25
26
27
28
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IV.

2

ARGUMENT

Desc

3 A.

This Court Has Authority Pursuant to §§ 363(b)(1) and 105(a) to Grant the Relief

4

Requested.

5

“The trustee, after notice and a hearing, may use, sell, or lease, other than in the ordinary

6 course of business, property of the estate.” 11 U.S.C. § 363. Although sales may be conducted
7 through an auction, that is not required. Rather, “[a]ll sales not in the ordinary course of business
8 may be by private sale or by public auction.” FED. R. BANKR. P. 6004(f)(1) (emphasis added); see
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9 also Krebs Chrysler-Plymouth, Inc. v. Valley Motors, Inc., 141 F.3d 490, 498 (3d Cir. 1998); In re
10 Trans World Airlines, Inc., No. 01-00056 (PJW), 2001 WL 1820326, at *4

(Bankr. D. Del.

11 Apr. 2, 2001) (“[I]t is worth noting that a § 363(b) sale transaction does not require an auction
12 procedure.

The auction procedure has developed over the years as an effective means for

13 producing an arm’s length fair value transaction.”). As set forth in In re Nepsco, Inc., 36 B.R. 25,
14 26-27 (Bankr. D. Me. 1983):
15
16
17
18
19
20
21

[C]urrent Bankruptcy Rule [6004(f)(1)] provides that all sales not in
the ordinary course of business may be private or by public auction.
If the sale is private, all creditors receive notice of the terms and
conditions of the sale and the time fixed for filing objections. [] If
no objections are filed, the trustee may proceed with the sale without
either a hearing or a court order. [] Clearly, the thrust of this
statutory scheme is to provide maximum flexibility to the trustee,
subject to the oversight of those for whose benefit he acts, i.e., the
creditors of the estate. This scheme also promotes Congress’ intent
of keeping bankruptcy judges out of the administrative aspect of
bankruptcy cases . . . .
As a general proposition, “[t]he proper standard for determining in the first instance if a

22 proposed sale should be ordered is whether such sale is in the best interest of the estate.” In re
23 Planned Sys., 82 B.R. 919, 923 n.2 (Bankr. S.D. Ohio 1988).
24

In reviewing the proposed sale, the Court should apply a “business judgment” standard

25 whereby the Debtors are required to show “there is a sound business purpose for conducting the
26 sale prior to confirmation of a plan.” In re Del. & Hudson Ry. Co., 124 B.R. 169, 175-76 (D. Del.
27 1991); see, also, In re MF Global, Inc., 535 B.R. 596, 605 (Bankr. S.D.N.Y. 2015) (“A trustee
28 generally satisfies the business judgment standard if he ‘acted on an informed basis, in good faith
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1 and in the honest belief that the action taken was in the best interests of the company.’”) (quoting
2 In re Integrated Res., Inc., 147 B.R. 650, 656 (Bankr. S.D.N.Y. 1992)); In re Abbots Dairies of
3 Pa., Inc., 788 F.2d 143 (3d Cir. 1986).
4

Under the “sound business purpose” test, the Bankruptcy Court for the District of

5 Delaware has looked at the following factors: “the proportionate value of the asset to the estate as
6 a whole; the amount of elapsed time since the filing; the likelihood that a plan of reorganization
7 will be proposed and confirmed in the near future, the effect of the proposed disposition of the
8 future plan of reorganization; the amount of proceeds to be obtained from the sale versus
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9 appraised values of the property; and whether the asset is decreasing or increasing in value.” Del.
10 & Hudson Ry. Co., 124 B.R. at 176. “Once a court is satisfied that there is a sound business
11 reason or an emergency justifying the pre-confirmation sale, the court must also determine that the
12 trustee has provided the interested parties with adequate and reasonable notice, that the sale price
13 is fair and reasonable and that the purchaser is proceeding in good faith.” Id.
14

The bankruptcy court in In re Del. & Hudson Ry. Co., 124 B.R. 169 (D. Del. 1991),

15 addressed whether a proposed sale of the assets of a railroad was in the sound business judgment
16 of the debtor. The court also noted the following factors weighing in favor of finding that the
17 assets had been sold for a fair and reasonable purchase price: “the extensive solicitation of bids by
18 the Trustee; the negotiations with several prospective purchasers; and the Trustee’s testimony that
19 the [buyer’s] offer was the best offer for [the debtor’s] assets.” Id. at 179; see, also, In re Distrib.
20 Energy Sys. Corp., No. 08-11101 (KG), 2008 WL 8153631, at *1 (Bankr. D. Del. Aug. 20, 2008)
21 (finding without elaboration that a private sale of debtors’ assets was “in the best interests of the
22 Debtors, their estates and creditors and all other parties in interest”).
23

In In re MF Global, Inc., 535 B.R. 596 (Bankr. S.D.N.Y. 2015), the bankruptcy court

24 approved a private sale of assets under the business judgment standard where only a single
25 purchaser expressed interest in purchasing the assets and it was familiar with the rights which it
26 would be assigned. Id. at 606. The trustee also demonstrated, among other things, that the
27 interested parties received adequate and reasonable notice and both parties to the sale proceeded in
28 good faith.

Consequently, the court found that the trustee and debtor had presented
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1 “uncontroverted evidence” that the private sale “reflects the appropriate exercise of their sound
2 business judgment” where the agreement was negotiated extensively, no party objected to the
3 proposed sale, and there was no dispute about the adequacy of the consideration.
4

Under the foregoing factors, the Debtors have satisfied the “sound business judgment”

5 standard in determining that the AHMC APA is in the best interests of the Debtors, their estates,
6 and stakeholders:
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7



The Debtors will receive $40 million, plus an amount equal to cure costs, that will

8

offer substantial recovery to the Debtors’ estates and preserve ongoing employee

9

and trade vendor relationships at the Seton Facilities.

10



The Debtors will retain all accounts receivable generated or allocable to patient

11

services prior to closing, excluding certain post-closing receipts of Measure B

12

trauma funding, California QAF Program payments and disproportionate share

13

funding.

14



15
16

Nineteen months have elapsed since the Debtors filed the Cases, during which the
Debtors have engaged in two thorough marketing efforts for the Seton Facilities.



The Debtors anticipate that the Committee, the Debtors’ Prepetition Secured

17

Creditors, the State, and the Board of Supervisors support a sale of the Seton

18

Facilities as operating hospitals.

19



The sale of the Seton Facilities will serve the Debtors’ charitable mission by

20

transferring the Seton Facilities to a proven operator of hospitals with a positive

21

record of rehabilitating hospitals.

22



23
24

AHMC is committed to addressing the COVID-19 health care emergency by
continuing to partner with the State after a close of the Sale.



The “all cash” structure of the transaction minimizes the risk of remediation claims

25

arising from the Debtors’ potential failure to defease the tax exempt financing

26

supporting the Seton Medical Center improvements.

27



AHMC has shown the financial ability to close this transaction.

28
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1 Accordingly, the proposed Sale is in the best interests of the Debtors, their estates, and
2 stakeholders.
3

The Purchased Assets will be sold for a “fair and reasonable purchase price.” The Debtors

4 engaged in two thorough marketing processes for the Purchased Assets—one that resulted in the
5 SGM APA and the most recent efforts resulting in the AHMC APA. SGM did not close the SGM
6 Sale, and, in connection with the instant Sale process, AHMC was the only bidder (other than
7 SGM and GMC) that submitted a bid for the Purchased Assets as operating hospitals. See Del. &
8 Hudson Ry. Co., 124 B.R. at 179 (holding a sale is for a “fair and reasonable purchase price” if the
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9 evidence demonstrates “the extensive solicitation of bids by the Trustee; the negotiations with
10 several prospective purchasers; and . . . testimony that the . . . offer was the best offer for [the]
11 assets”). In light of the thorough review of offers and alternatives, the Debtors, in consultation
12 with the Committee and the Prepetition Secured Creditors, have concluded that the AHMC Sale
13 will maximize value for the Debtors’ estates.
14 B.

The Debtors Have Chosen The Highest and Best Offer For The Purchased Assets.

15

a.

16
17

The Debtors Exercised Their Sound Business Judgment in Selecting the
AHMC Bid.

The Seton Board’s, the VHS board of directors’ (the “VHS Board” and, together with the

18 Seton Board, the “Boards”), and the Debtors’ “management of the procedural details surrounding
19 bidding and sale are ‘ultimately a matter of discretion that depends upon the dynamics of the
20 particular situation.’” In re Nuttery Farm, Inc., 467 F. App’x 711, 712 (9th Cir. 2012). Therefore,
21 the Debtors are “entitled to exercise their ‘business judgment’ in deciding which bid to accept, and
22 this business judgment is entitled to ‘great judicial deference.’” In re Bakalis, 220 B.R. 525, 532
23 (Bankr. E.D.N.Y. 1998).

Based on the facts discussed above, the Debtors and the Boards

24 determined that the SGM Seton Offer and GMC Seton Offer were not better bids than the AHMC
25 bid because, among other things, SGM (and its affiliate, GMC) were unlikely to close the
26 transaction, and, therefore, unlikely to continue Seton’s long history of providing care to the
27 community and fulfilling the Debtors’ charitable mission. See Adcock Decl. ¶ 15; see also In re
28 United Healthcare System, Inc., 1997 WL 176574, at *5 (D.N.J. Mar. 26, 1997) (“The officers and
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1 directors of a nonprofit organization are charged with the fiduciary obligation to act in furtherance
2 of the organization’s charitable mission.”).11
3

Even if SGM or GMC superficially offered greater monetary value, courts have noted that

4 “while a debtor has a duty to ‘maximize the return to a bankruptcy estate,’ which ‘often does
5 require [the] recommendation of the highest monetary bid, overemphasis of this usual outcome
6 overlooks a fundamental truism, i.e., a ‘highest’ bid is not always the ‘highest and best’ bid. The
7 inclusion of ‘best’ in that conjunction is not mere surplusage.” In re 160 Royal Palm, LLC, 600
8 B.R. 119, 129 (Bankr. S.D. Fla. 2019) (citing In re Bakalis, 220 B.R. 525, 532 (Bankr. E.D.N.Y.
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9 1998)); In re Diplomat Constr., Inc., 481 B.R. at 218–19 (“The highest bid does not always equate
10 to the best bid for the estate.”); In re Gulf States Steel, Inc. of Al., 285 B.R. 497, 516 (N.D. Al.
11 2002) (“[C]ourts have authorized the acceptance of the lower of competing bids because the lower
12 bid provides greater benefit to the estate than the higher bid.”). In this circumstance, the Boards
13 may, for example, refuse to consider bids from bidders because they may consider, among other
14 factors, their duty to maximize value to the creditors, “considerations such as finality, stability,
15 and expeditious resolution of the bankruptcy proceeding.” In re 160 Royal Palm, LLC, 600 B.R.
16 119, 130 (Bankr. S.D. Fla. 2019).
17

The Boards may consider “concerns about the uncertainty of the offer” in deciding whether

18 to accept a bid. Id., at 129. In Royal Palm, for example, the court accepted the debtor’s business
19
20
21
22
23
24
25
26
27

11

Courts interpreting the duties of a director for a for-profit corporation have held that the duties
before and after insolvency are essentially the same: to attempt to preserve and grow corporate
value (before bankruptcy for equity, in bankruptcy for creditors). In re Anchorage Nautical
Tours, Inc., 145 B.R. 637 (B.A.P. 9th Cir. 1992) (citing In re Crouse Group, Inc., 75 B.R. 553,
557-58 (Bankr. E.D. Pa. 1987); In re Clu Dev. & Mgmt., 27 B.R. 610, 612 (B.A.P. 9th Cir. 1982));
see also In re United Healthcare Sys., Inc., 200 F.3d 170, n.9 (3d Cir. 1998) (“United Healthcare,
as a debtor-in-possession, is a fiduciary for its estate and for its creditors.”). In the context of a
non-profit, therefore, the duties of a director before and after insolvency should also include the
duty to further the charitable mission of the corporation (called the Duty of Obedience).
Insolvency does not eliminate that duty for directors of a nonprofit. In re United Healthcare Sys.,
Inc., 1997 WL 176574, at *5 (“[c]ourt must not only weigh the financial aspects of the transaction
but also look to the countervailing consideration of a public health emergency.”). While it is true
that commencing a bankruptcy case creates a fiduciary duty to creditors, the Boards must therefore
balance the duty to creditors with the duty to the charitable mission.

28
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1 judgment in not accepting a higher offer in part because the higher offer was made by a party with
2 which the debtor had previously “sought a settlement and sale . . . in the past, which fell through,
3 because [the prospective buyer] defaulted.” Id. Further, in Royal Palm the debtor considered “the
4 fear of additional litigation” as a valid concern allowing the debtor to take a lower offer, saying
5 that “the avoidance of litigation is a legitimate business objective.” Id. at 130. All of these factors
6 are present here and were part of the analysis done by the Boards in arriving at their business
7 judgment to select the AHMC offer.
8

Additionally, as the Court is aware, the Debtors incur substantial monthly losses from

DENTONS US LLP
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(213) 623-9300

9 operations at the Seton Facilities. See Chadwick Decl. at ¶ 5. Although the payments under the
10 Services Agreement will reduce losses in the short term, the Debtors are cognizant that any delay
11 in the closing risk that the estates will continue to incur substantial losses. See id. The foregoing,
12 is an important consideration in weighting the economic value of any bid by SGM or GMC.
13 SGM’s pattern and practice of delay in the prior SGM Sale raise serious and substantive concerns
14 that a delayed closing under the SGM Seton Offer or GMC Seton Offer would cause the estates to
15 incur additional losses.
16
17
18

b.

Potential Bidders Do Not Have Standing to Challenge the Debtors’ Exercise of
Business Judgment.

SGM and GMC do not have standing to challenge the Debtors’ conclusion that the AHMC

19 offer is the highest and best or the Debtors’ determinations of the risks associated with the SGM
20 Seton Offer or GMC Seton Offer. “[T]he statutes governing the sale of assets of bankruptcy
21 estates are intended to protect the creditors of such estates and not prospective purchasers.” In re
22 HST Gathering Co., 125 B.R. 466, 468 (W.D. Tex. 1991). A potential bidder, such as SGM and
23 GMC, “is not within the ‘zone of interests intended to be protected’ under the bankruptcy statutes
24 and regulations.” Id. Thus, SGM and GMC lack standing to contest any decision precluding
25 SGM or GMC from the bidding process or sale process because they are “not a person whose
26 interest was intended to be protected by the bankruptcy statutes or regulations.” Id.; see also
27 Kabro Assocs. v. Colony Hill Assocs. (In re Colony Hill Assocs.), 111 F.3d 269, 273 (2d Cir.
28 1997) (“[A]n unsuccessful bidder—whose only pecuniary loss is the speculative profit it might
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1 have made had it succeeded in purchasing property at an auction—usually lacks standing to
2 challenge a bankruptcy court’s approval of a sale transaction.”); Stark v. Moran (In re Moran),
3 566 F.3d 676, 682 (6th Cir. 2009) (“A frustrated bidder lacks bankruptcy appellate standing when
4 he merely alleges that he would have profited from his desired purchase, and does not allege, for
5 instance, that fraud or impropriety prevented the estate from accepting his higher bid such that
6 creditors would not receive as great a recovery as they would have had the estate accepted the
7 higher bid.”). Accordingly, the Court should overrule any objection from SGM or GMC—
8 including the GMC Notice—on the grounds that SGM or GMC are entitled to participate in the

DENTONS US LLP
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9 Sale process or contest the Debtors’ risk assessment associated with the SGM Seton Bid or GMC
10 Seton Bid.
11 C.

The Court Can Approve the Sale Free and Clear of Liens, Claims, Encumbrances,

12

and Interests Pursuant to § 363(f).

13

Section 363(f) states:

14
15

The Trustee may sell property under subsection (b) … of this
section free and clear of any interest in such property of an entity
other than the estate, only if -

16

(1)

applicable nonbankruptcy law permits sale of such property
free and clear of such interest;

(2)

such entity consents;

(3)

such interest is a lien and the price at which such property is
to be sold is greater than the aggregate value of all liens on
such property;

(4)

such interest is in a bona fide dispute; or

(5)

such entity could be compelled, in a legal or equitable
proceeding, to accept a money satisfaction of such interest.

17
18
19
20
21
22

23 In accordance with § 363(f), the transfer of the Purchased Assets to AHMC will be a legal, valid,
24 enforceable and effective transfer of the Purchased Assets, and will vest AHMC with all right,
25 title, and interest in the Purchased Assets free and clear of all liens, claims, encumbrances and
26 interests.
27
28
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1

a.

2

The Debtors will sell the Purchased Assets to AHMC free and clear of any and all liens,

Sale Free And Clear of Liens, Claims, Interests, and Encumbrances

3 claims, interests and encumbrances, including claims of secured creditors (which includes the
4 claims of the Prepetition Secured Creditors), but on the condition such any such lien, claim,
5 interest or encumbrance, will attach to the proceeds of the Sale in the same validity, priority, and
6 amount that the lien, claim, interest or encumbrance held in the Purchased Assets, and subject to

DENTONS US LLP
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7 the secured creditors’ rights with respect to allocation of such proceeds.
8

b.

9

The Court can approve the Sale free and clear of any conditions imposed by the Attorney

Sale Free and Clear of Attorney General Conditions

10 General that are inconsistent (the “Additional Conditions”) with the conditions to which AHMC
11 agreed in the APA. As AHMC is a for-profit entity, the Sale will be subject to the Attorney
12 General’s review pursuant to California Corporations Code, §§ 5914 et seq., and the California
13 Code of Regulations, title 11, § 999.5. AHMC has agreed to accept the majority of the conditions
14 the Attorney General sought to impose on the transfer of the Seton Facilities in connection with
15 the SGM Sale. See APA § 8.5, Sched. 8.5. However, AHMC has required, as a condition to
16 closing the Sale, that the Attorney General not impose Additional Conditions or, alternatively, that
17 the Debtors obtain an order confirming that the Sale is free and clear of any Additional
18 Conditions. See APA § 8.5. Therefore, in the event the Attorney General seeks to impose
19 Additional Conditions, the Debtors reserve their rights to seek enforcement of an order approving
20 the Sale and finding that the Sale is free and clear of such Additional Conditions pursuant to
21 § 363(f) and the limitations of the Attorney General’s authority to impose such Additional
22 Conditions under applicable California law.
23

c.

24

AHMC’s obligation to close the Sale is further conditioned on the Debtors obtaining

Transfer of the Seton Provider Agreements

25 settlements concerning the transfer of the Seton Medicare and Medi-Cal provider agreements
26 (collectively, the “Provider Agreements”) with the Centers for Medicare and Medicaid Services
27 (“CMS”) and the California Department of Health Care Services (“DHCS”). See APA § 8.6.
28 Given the expedited nature of the relief requested herein, the Debtors have yet to engage in these
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1 settlement discussions, which they anticipate will begin in earnest upon the filing of this Motion.
2 Although the Debtors anticipate these negotiations will be fruitful, the Debtors reserve their rights
3 to seek an order authorizing the Debtors to transfer the Provider Agreements to AHMC free and
4 clear of any interests asserted by CMS or DHCS consistent with the requirements of the APA.
5 D.

The Court Should Approve Procedures to Provide for Assumption and Assignment of

6

the Sellers’ Executory Contracts and Unexpired Leases.

7

As part of the Sale, the Debtors also seek to assume and assign certain of their executory

8 contracts (the “Assigned Contracts”) and unexpired leases (the “Assigned Leases”) pursuant to

DENTONS US LLP
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9 § 365. Given the expedited nature of the relief sought by this Motion, the Debtors request that the
10 Court approve the Sale and the APA subject to the following procedures to provide sufficient
11 notice to counterparties to the Assigned Executory Contracts.
12

The Assigned Executory Contracts will be those contracts and leases that the Debtors

13 believe may be assumed and assigned as part of the orderly transfer of the Purchased Assets;
14 provided, that AHMC may choose to exclude (or to add) contracts or leases to the list of Assigned
15 Executory Contracts, subject to notice to the counterparties to any Assigned Executory Contracts
16 which are added.
17

The Debtors will file with the Court and serve a cure notice, substantially in the form

18 attached hereto as Exhibit “B” (the “Cure Notice”), (along with a copy of this Motion) upon each
19 counterparty to the Assigned Executory Contracts. The Cure Notice will state the date by which
20 any objection (an “Assumption Objection”) to the assumption and assignment of Assigned
21 Executory Contracts (including the Cure Amount (defined below)) must be filed and served and
22 the date, time and place of a hearing on such Assumption Objections (the “Assumption Objection
23 Hearing”). The Cure Notice also will identify the amounts, if any, that the Debtors believe are
24 owed to each counterparty to an Assigned Executory Contract in order to cure any defaults that
25 exist under such contract (the “Cure Amounts”). The Debtors respectfully request that the Court
26 set (i) April 29, 2020, as the deadline for the Debtors to file and serve the Cure Notice, (ii) May 6,
27 2020, at 5:00 p.m. (Pacific Time), as the deadline for counterparties to file and serve Assumption
28
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1 Objections, and (iii) May 20, 2020, at 10:00 a.m. (Pacific Time) as the Assumption Objection
2 Hearing.
3

If a contract or lease is assumed and assigned pursuant to Court Order, then unless the

4 Assigned Executory Contract counterparty properly files and serves an Assumption Objection, the
5 Assigned Executory Contract counterparty will receive at the time of the Closing of the Sale (or as
6 soon as reasonably practicable thereafter), the Cure Amount as set forth in the Cure Notice, if any.
7 If an objection is filed by a counterparty to an Assigned Executory Contract, the Debtors propose
8 that such objection must set forth a specific default in the executory contract or unexpired lease,
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9 claim a specific monetary amount that differs from the amount, if any, specified by the Debtors in
10 the Cure Notice, and set forth any reason why the counterparty believes the executory contract or
11 unexpired lease cannot be assumed and assigned to AHMC.
12

The inclusion of a contract, lease, or other agreement on the Cure Notice shall not

13 constitute or be deemed a determination or admission by the Debtors and their estates or any other
14 party in interest that such contract, lease, or other agreement is, in fact, an executory contract or
15 unexpired lease within the meaning of the Bankruptcy Code, and any and all rights with respect
16 thereto shall be reserved. The Debtors reserve the right to remove any Assigned Executory
17 Agreements from those listed on the Cure Notice at any time prior to the closing of the Sale.
18

Except to the extent otherwise provided in the APA, the Debtors and the Debtors’ estates

19 shall be relieved of all liability accruing or arising after the assumption and assignment of the
20 Assigned Executory Contracts pursuant to § 365(k).
21 E.

Waiver of the 14-Day Stay Provided under Bankruptcy Rule 6004(h) Is Appropriate.

22

Bankruptcy Rule 6004(h) provides, among other things, that an order authorizing the use,

23 sale or lease of property . . . is stayed until the expiration of fourteen days after entry of the Court
24 order, unless the Court orders otherwise. The purpose of Bankruptcy Rule 6004(h) is to provide
25 sufficient time for an objecting party to appeal before an order can be implemented. See 10
26 COLLIER ON BANKRUPTCY ¶ 6004.11 at 6004-26 (Alan N. Resnick & Henry J. Sommer eds. 16th
27 ed. 2015). Although Bankruptcy Rule 6004(h) and the Advisory Committee Notes relating thereto
28 are silent as to when a court should “order otherwise” and eliminate or reduce the fourteen day
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1 period, the leading treatise on bankruptcy suggests that the stay period should be eliminated to
2 allow a sale or other transaction to close immediately “where there has been no objection to the
3 procedure.” Id. at 6004-22.
4

For the reasons discussed above, the Debtors believe that it is critically important that the

5 Debtors consummate the Sale without delay in light of, among other things, their well-documented
6 financial condition and the continuing need for access to high quality health care at the Seton
7 Facilities, particularly during the COVID-19 public health emergency. Based on the foregoing,
8 the Debtors respectfully requests that the Court waive the 14-day stay period set forth in

DENTONS US LLP
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9 Bankruptcy Rule 6004(h) to permit the Sellers and AHMC to enter into the APA and begin the
10 process of closing the Sale immediately upon entry of an order granting this Motion.
11

V.

12

CONCLUSION

13

For all the foregoing reasons and such additional reasons as may be advanced at or prior to

14 the hearing regarding this Motion, the Debtors request entry of an order: (i) approving the Sale of
15 the Purchased Assets of the Sellers to AHMC; (ii) approving the APA and ancillary documents by
16 and between the Sellers and AHMC; (iii) approving procedures related to the assumption and
17 assignment of Assigned Executory Contracts; (iv) waiving any stay of the effectiveness of such
18 order; and (v) granting such other and further relief as is just and appropriate under the
19 circumstances.
DENTONS US LLP
SAMUEL R. MAIZEL
TANIA M. MOYRON
NICHOLAS A. KOFFROTH

20 Dated: March 29, 2020
21
22
23

By

24

Attorneys for Verity Health System of
California, Inc., et al.

25
26
27
28
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DECLARATION OF RICHARD G. ADCOCK

2

I, Richard G. Adcock, hereby state and declare as follows:

3

1.

I submit this declaration (the “Declaration”) in support of the Debtors’ Notice of

4 Motion and Motion to Approve Terms and Conditions of a Private Sale of Certain of the Debtors’
5 Assets Related to Seton Medical Center to AHMC Healthcare Inc. (the “Motion”),12 which seeks
6 entry of an order authorizing the Debtors to: (i) approving a private sale (the “Sale”) of certain
7 assets (the “Purchased Assets”) of Debtors Seton Medical Center (“Seton”), 13 Verity Holdings,
8 LLC (“Holdings”), and VHS (together with Seton and Holdings, the “Sellers”) to AHMC

DENTONS US LLP
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9 Healthcare Inc. (“AHMC” or the “Buyer”); (ii) approving the asset purchase agreement (the
10 “APA”) and ancillary documents attached to the Motion as Exhibit “A” by and between the
11 Sellers and AHMC; (iii) approving procedures related to the assumption and assignment of the
12 Assigned Contracts and Assigned Leases (as those terms are defined in the Motion, and,
13 collectively, the “Assigned Executory Contracts”), together with the payment of Cure Costs (as
14 such terms are defined in the Motion); (iv) waiving any stay of the effectiveness of such order; and
15 (v) granting such other and further relief as is just and appropriate under the circumstances.
16

2.

I am the Chief Executive Officer (“CEO”) of Verity Health System of California,

17 Inc. (“VHS”). I became VHS’ CEO effective January 2018. Prior thereto, I served as VHS’ Chief
18 Operating Officer (“COO”) beginning in August 2017. In my roles as COO and CEO at VHS, I
19 have become intimately familiar with all aspects of the Debtors as well as those affiliated entities
20 that are not in bankruptcy.
21
22
23
24
25

12

Unless otherwise defined, capitalized terms used herein shall have the same meaning as in the
Motion.
13

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
27 “Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
28
26
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I have been serving as the CEO of Seton since August 2019. In this capacity, I

2 have gained valuable insight into the Hospital’s operations as well as the patients and residents
3 who are treated there.
4

4.

I have worked for more than 25 years in the healthcare arena, with 15 years in not

5 for profit operations. During this period, I have accumulated extensive senior level experience in
6 the areas of not-for-profit healthcare, especially in healthcare delivery, hospital acute care
7 services, health plan management, product management, acquisitions, integrations, population
8 health management, budgeting, disease management and medical devices. I also have meaningful
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9 experience in other related areas, including human resources and personnel management.
10

5.

My background and familiarity with the Debtors’ day-to-day operations, business

11 and financial affairs, and the circumstances leading to the commencement of these chapter 11
12 bankruptcy cases are set forth more fully in my Declaration filed in Support of Emergency First13 Day Motions [Docket No. 8] filed on the Petition Date, and are incorporated by reference into this
14 Declaration.
15

A.

The Hospital

16

6.

The Hospital is currently licensed for 357 beds, comprising 250 general acute care

17 beds, 83 skilled nursing beds, and 24 acute psychiatric beds (two of which have been placed in
18 suspense). Of the 250 general acute care beds, 18 are designated for perinatal services (in
19 suspense), 14 for coronary care, 14 for intensive care, three for intensive care newborn nursery (in
20 suspense), with the remaining 201 beds unspecified general acute care beds. 14 Seton has an
21 emergency department with 11 rooms with 18 beds; and four surgical suites constituting an
22 ambulatory surgical center. It also has 10 surgical operating rooms (eight of which are active),
23 and three cardiac catheterization labs (one of which is dedicated for endoscopic retrograde
24 cholangiopancreatography (ERCP) used by specialist gastroenterologists).
25
14

The 2020 License fails to reflect that these perinatal beds are in suspense. Seton believes this
was an inadvertent oversight. By letter dated January 30, 2020, it has requested that CDPH update
27 its license to correct this and other errors, including errors related to three NICU beds, two
psychiatric beds and its Outpatient Joint Replacement Clinic.
28
26
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As of the date of the Motion, the Hospital employs approximately 1172 employees,

2 of which 411 are full time, 432 are part time, and 329 are per diem.
3

B.

4
5

Indications of Interest and Offers for the Seton Facilities as Operating
Hospitals

8.

The Boards and the Debtors concluded, in their business judgment, that the sale of

6 the Seton Facilities as operating hospitals is in the best interests of the Debtors, their estates,
7 creditors, stakeholders, and mission of service to the communities.
8

9.

As set forth in the declaration of Peter Chadwick, the Hospital has been operating
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9 at significant financial losses.
10

C.

Selection of AHMC

11

10.

AHMC, entered into substantive negotiations with the Debtors, which ultimately

12 resulted in the APA. A true and correct copy of the APA is attached to the Motion as Exhibit “A.”
13 The Debtors and their Boards determined in their business judgment that a sale of the Seton
14 Facilities to AHMC is in the best interests of the Debtors, their estates, creditors, stakeholders, and
15 mission of service to their communities based on, among other things, the following:
16



The Debtors will receive $40 million, plus an amount equal to cure costs, that will

17

offer substantial recovery to the Debtors’ estates and preserve ongoing employee

18

and trade vendor relationships at the Seton Facilities.

19



The Debtors will retain all accounts receivable generated or allocable to patient

20

services prior to closing, excluding certain post-closing receipts of Measure B

21

trauma funding, California QAF Program payments and disproportionate share

22

funding.

23



24
25

Nineteen months have elapsed since the Debtors filed the Cases, during which the
Debtors have engaged in two thorough marketing efforts for the Seton Facilities.



The sale of the Seton Facilities will serve the Debtors’ charitable mission by

26

transferring the Seton Facilities to a proven operator of hospitals with a positive

27

record of rehabilitating hospitals.

28
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AHMC is committed to addressing the COVID-19 health care emergency by
continuing to partner with the State after a close of the Sale.



The “all cash” structure of the transaction minimizes the risk of remediation claims

4

arising from the Debtors’ potential failure to defease the tax exempt financing

5

supporting the Seton Medical Center improvements.

6



AHMC has shown the financial ability to close this transaction.

7

D.

The SGM and GMC Offers

8

11.

On February 13, 2020, SGM submitted an unsolicited “Offer to Purchase” (the
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9 “SGM Seton Offer”). On February 25, 2020, SGM submitted an unsolicited “Offer to Purchase”
10 (the “SGM System Offer”) the “four properties that are the subject of the Verity-SGM APA.” On
11 March 6, 2020, an entity named “Global Medical Center San Mateo County, LLC, wholly owned
12 by Dr. Kali P. Chaudhuri” (“GMC”) submitted an unsolicited “Offer to Purchase Seton Assets”
13 (the “GMC Seton Offer”). True and correct copies of the SGM Seton Offer, SGM Systems Offer,
14 and GMC Seton Offer are attached hereto as Exhibit “1.”
15

12.

The Debtors determined that the GMC Seton Offer (or any other bid from SGM, its

16 insiders, or affiliates) is subject to significant and unacceptable risks given the Debtors’ history
17 and course of dealing with SGM over the period of nearly one year in connection with the SGM
18 Sale. The Debtors also considered this issue in connection with SGM’s request for access to the
19 virtual data room related to St. Francis Medical Center. On February 28, 2020, I emailed Peter
20 Baronoff, the CEO of SGM, and informed Mr. Baronoff of the Debtors decision not to permit
21 SGM or its affiliates access to the virtual data room based on SGM’s prior conduct. Specifically, I
22 informed Mr. Baronoff that “I do not find KPC to be a trustworthy, believable or a capable or
23 reliable business partner,” and that, “[a]fter my course of dealing with KPC, it is clear to me that
24 entering into a new process with KPC would be an irresponsible decision and proposes, among
25 other things, significant risks and harm to these estates.” The Debtors are in litigation with SGM
26 concerning its conduct related to the SGM Sale.
27
28
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DECLARATION OF PETER C. CHADWICK

2

I, Peter C. Chadwick, hereby state and declare as follows:

3

1.

I submit this declaration (the “Declaration”) in support of the Debtors’ Notice of

4 Motion and Motion to Approve Terms and Conditions of a Private Sale of Certain of the Debtors’
5 Assets Related to Seton Medical Center to AHMC Healthcare Inc. (the “Motion”),15 which seeks
6 entry of an order authorizing the Debtors to: (i) approving a private sale (the “Sale”) of certain
7 assets (the “Purchased Assets”) of Debtors Seton Medical Center (“Seton”), 16 Verity Holdings,
8 LLC (“Holdings”), and VHS (together with Seton and Holdings, the “Sellers”) to AHMC

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 Healthcare Inc. (“AHMC” or the “Buyer”); (ii) approving the asset purchase agreement (the
10 “APA”) and ancillary documents attached to the Motion as Exhibit “A” by and between the
11 Sellers and AHMC; (iii) approving procedures related to the assumption and assignment of the
12 Assigned Contracts and Assigned Leases (as those terms are defined in the Motion, and,
13 collectively, the “Assigned Executory Contracts”), together with the payment of Cure Costs (as
14 such terms are defined in the Motion); (iv) waiving any stay of the effectiveness of such order; and
15 (v) granting such other and further relief as is just and appropriate under the circumstances.
16

2.

I am a Managing Director of Berkeley Research Group, LLC (“BRG”) and am duly

17 authorized to make this declaration on behalf of BRG. Except as otherwise noted, the facts set
18 forth herein are personally known to me and, if called as a witness, I could and would testify
19 thereto.17 In July 2018, BRG began its engagement serving as the financial advisor to the Debtors,
20 which has continued since the Petition Date. In this capacity, I have become intimately familiar
21
22

15

Unless otherwise defined, capitalized terms used herein shall have the same meaning as in the
23 Motion.
24

16

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
25 “Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
26
17

Certain of the disclosures herein relate to matters within the personal knowledge of other
professionals at BRG and are based on information provided to me by such other BRG
28 professionals.
27
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1 with the Debtors’ operations, business, books, records, financial affairs, material agreements, and
2 sale processes, and, as a result, have become uniquely situated to assist the Debtors.
3

3.

As a result, pursuant to the Debtors’ request, and as authorized by the Bankruptcy

4 Court, I have agreed to serve in the role of Chief Financial Officer to the Debtors in these chapter
5 11 cases.

I have significant operating experience, including improving underperforming

6 businesses and advising debtors and creditors in complex financial matters. I have served as chief
7 executive officer, chief operating officer, chief financial officer, and advisor to companies in a
8 variety of industries. My healthcare experience includes acting as the advisor or an officer to

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 healthcare providers, including leading hospital systems and long-term care providers through
10 operational turnarounds and financial restructurings. As an officer or advisor, I prepared and
11 implemented post-acquisition integration plans, viability plans, asset dissolution strategies, and
12 liquidity enhancement plans. My experience spans the spectrum from the largest U.S. companies
13 to middle market proprietary companies.
14

4.

For all of the reasons set forth in the Motion and the supporting declarations, the

15 Debtors have determined in their business judgment that it is in the best interest of the Debtors and
16 their estates, creditors, stakeholders, and mission to serve their communities to consummate the
17 Sale pursuant to the terms of the AHMC APA.
18

5.

On the Petition Date, the Hospital accounted for approximately 29% of the

19 operating losses of the entire Verity Health System although the Hospital accounted for
20 approximately only 17% of the net patient revenue. Since the Petition Date, the Hospital’s share
21 of the system operating losses has required the Debtors’ estates to fund approximately $5 million
22 of working capital per month, including corporate overhead allocations. The Debtors project
23 continuing operating losses at the Hospital. The reported financial statements of Seton reflect that,
24 in fiscal year 2019 (ended June 30, 2019), Seton lost approximately $62 million which was a
25 192% and 215% increase over the fiscal years 2018 and 2017, respectively.
26

6.

When the Debtors valued the SGM Seton Offer and the GMC Seton Offer, the

27 Debtors determined that they yielded negative value given the risk that SGM, or its affiliate GMC,
28 will not close, the foregoing operating losses that would be incurred during the regulatory review
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DECLARATION OF JAMES M. MOLONEY

2

I, James M. Moloney, hereby state and declare as follows:

3

1.

I submit this declaration (the “Declaration”) in support of the Debtors’ Notice of

4 Motion and Motion to Approve Terms and Conditions of a Private Sale of Certain of the Debtors’
5 Assets Related to Seton Medical Center to AHMC Healthcare Inc. (the “Motion”),18 which seeks
6 entry of an order authorizing the Debtors to: (i) approving a private sale (the “Sale”) of certain
7 assets (the “Purchased Assets”) of Debtors Seton Medical Center (“Seton”), 19 Verity Holdings,
8 LLC (“Holdings”), and VHS (together with Seton and Holdings, the “Sellers”) to AHMC

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 Healthcare Inc. (“AHMC” or the “Buyer”); (ii) approving the asset purchase agreement (the
10 “APA”) and ancillary documents attached to the Motion as Exhibit “A” by and between the
11 Sellers and AHMC; (iii) approving procedures related to the assumption and assignment of the
12 Assigned Contracts and Assigned Leases (as those terms are defined in the Motion, and,
13 collectively, the “Assigned Executory Contracts”), together with the payment of Cure Costs (as
14 such terms are defined in the Motion); (iv) waiving any stay of the effectiveness of such order; and
15 (v) granting such other and further relief as is just and appropriate under the circumstances.
16

2.

I am a managing director of Cain Brothers (“Cain”), which is a division of

17 KeyBanc Capital Markets Inc., a wholly-owned broker/dealer subsidiary of KeyCorp and an
18 affiliate of KeyBank National Association. I am located in Cain’s San Francisco office which is
19 located at One California Street, Suite 2400, San Francisco, California. Mr. Carsten Beith and I
20 are the co-heads of Cain’s Health Systems Mergers & Acquisition group. I am over the age of 18
21 and competent to testify as to the facts set forth herein and will do so if called upon.
22

3.

As set forth in Cain’s previous declarations, beginning in June 2018, Cain began

23 working with the Debtors to collect and review financial, operational and other information about
24
25
26

18

Unless otherwise defined, capitalized terms used herein shall have the same meaning as in the
Motion.
19

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
27 located at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
“Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
28 California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
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1 the historic, current and project future operations and financial performance of each of the
2 Debtors. Cain also began searching for a buyer or buyers for the Debtors’ assets and created a
3 potential list of buyers for the Verity Heath System as a whole or in parts. Mr. Moloney and I led
4 the marketing and sale efforts on behalf of Verity and advised Verity in connection with Verity’s
5 selection of Strategic Global Management, Inc. (“SGM”) as the Stalking Horse Buyer for the
6 Debtors’ hospitals and related assets (the “SGM Sale”).
7

4.

The previous marketing and sale process conducted in 2019 yielded no qualified

8 bid for the Hospital as a stand-alone hospital. The Debtors proceeded toward closing of the SGM

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 Sale.
10

5.

Following the failure of the SGM Sale, Cain commenced a new marketing process

11 to identify parties interested in acquiring the Hospital and Coastside. Cain contacted select parties
12 that had previously expressed interest in the Hospital and Coastside. In addition, Cain updated the
13 Seton Facilities Confidential Information Memorandum (CIM), which it posted to the data room
14 on December 30, 2019.
15

6.

On January 10, 2020, two bidders submitted non-binding Indications of Interest

16 (“IOI”) to acquire the Hospital/Coastside as operating facilities. One of the bidders submitted an
17 IOI but, ultimately, the bidder decided not move forward with its bid. The Debtors entered into
18 entered into substantive negotiations with the remaining bidder, AHMC Healthcare Inc., which
19 ultimately resulted in the APA attached to the Motion as Exhibit “A.” The AHMC APA provides
20 that AHMC will pay $40 million, plus an amount equal to cure costs for the Seton Facilities, and
21 the Debtors will retain certain accounts receivable generated or allocable to patient services prior
22 to closing.
23

7.

The Debtors also received unsolicited bids for Seton from SGM and an affiliated

24 entity, Global Medical Center San Mateo County, LLC.
25 / / /
26 / / /
27 / / /
28 / / /
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I declare under penalty of perjury that, to the best of my knowledge and after reasonable

2 inquiry, the foregoing is true and correct.
3

Executed this 29th day of March, 2020, at San Francisco, California.

4
5

JAMES M. MOLONEY

6
7
8
9
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Seton Medical Center
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AHMC Healthcare Inc.

Dated March 30, 2020
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ASSET PURCHASE AGREEMENT
This Asset Purchase Agreement (the “Agreement”) is made and entered into as of the 30th
day of March, 2020 (the “Signing Date”) by and among Verity Health System of California, Inc.,
a California nonprofit public benefit corporation (“Verity”), Verity Holdings, LLC, a California
limited liability company (“Verity Holdings”), and Seton Medical Center, a California nonprofit
public benefit corporation (“Seton” or “Hospital Seller”) (Verity, Verity Holdings, and Seton are
each referred to herein individually as a “Seller” and collectively as the “Sellers”), and AHMC
Healthcare Inc., a California corporation, or its designated affiliates or assignees (“Purchaser”).
R E C I T A L S:
A.
Seton engages in the business of the operation of two general acute care hospitals
under a single license, consisting of: (i) the hospital known as Seton Medical Center, located at
1900 Sullivan Avenue, Daly City, CA 94015, including the hospital pharmacy, laboratory and
emergency department as well as through the medical office buildings and clinics owned or
operated by Sellers (collectively, the “Seton Hospital Facilities”) and (ii) the hospital known as
Seton Medical Center Coastside, located at 600 Marine Blvd, Moss Beach, CA 94038, including
the hospital pharmacy, laboratory and emergency department as well as through the medical office
buildings and clinics owned or operated by Sellers (collectively, the “Seton Coastside Hospital
Facilities”, and together with the Seton Hospital Facilities, the “Hospital” or the “Seton Medical
Center Facilities”; the business of the operation of the Seton Medical Center Facilities and related
assets is referred to herein as the “Business”).
B.
Purchaser desires to purchase from Sellers, and Sellers desire to sell to Purchaser,
the Seton Medical Center Facilities’ assets described in Section 1.7 below (the “Assets”) owned
by Sellers, for the consideration and upon the terms and conditions contained in this Agreement.
C.
Sellers filed voluntary petitions for relief under Chapter 11 of Title 11 of the United
States Code (the “Bankruptcy Code”) with the United States Bankruptcy Court for the Central
District of California, Los Angeles Division (the “Bankruptcy Court”), lead Case No. 2:18-bk201510ER, jointly administered or to be jointly administered with their affiliates (the
“Bankruptcy Cases”).
D.
The parties intend to effectuate the transactions contemplated by this Agreement
through a sale of the Assets approved by the Bankruptcy Court pursuant to Sections 105, 363 and
365 of Title 11 of the Bankruptcy Code.
NOW, THEREFORE, in consideration of the foregoing premises and the mutual promises
and covenants contained in this Agreement, and for their mutual reliance and incorporating into
this Agreement the above recitals, the parties hereto agree as follows:

1
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ARTICLE 1
SALE AND TRANSFER OF ASSETS;
CONSIDERATION; CLOSING
1.1

Purchase Price.

(a)
Subject to the terms and conditions of this Agreement, the purchase price
(“Purchase Price”) shall consist of the following:
(i)
Cash payment to Sellers (the “Cash Consideration”) of Forty
Million Dollars ($40,000,000.00); and
(ii)
An amount equal to the Cure Costs (defined below) associated with
outstanding liabilities of Sellers under any Assigned Leases and/or
Assigned Contracts (the “Cure Pool”).
(b)
Purchaser (i) is acquiring the Assets; (ii) is not assuming any liabilities of
Sellers; and (iii) is agreeing to be responsible for the Transferred Obligations (as defined below).
(c)
At the Closing, Purchaser shall pay to Sellers, by wire transfer of
immediately available funds to the accounts specified by Sellers to Purchaser in writing, an
aggregate amount equal to the Cash Consideration, plus the Cure Pool, minus the Deposit
(defined below) and the amount of PTO to be credited to Hired Employees pursuant to Section
5.3(b).
1.2
Deposit. Purchaser, by wire transfer to an account designated by Sellers shall make
a good faith deposit in an amount equal to twenty percent (20%) of the Cash Consideration within
two (2) business days after the Signing Date (the “Deposit”). The Deposit shall be non-refundable
in all events, except as provided in Section 6.1(b) or Section 6.2, or in the event Purchaser has
terminated this Agreement pursuant to Section 9.1 (other than Section 9.1(b)) or as set forth in
Section 9.2, in which case Sellers shall immediately return the Deposit to Purchaser with all
interest earned thereon. Upon Closing, the Deposit will be credited against the Purchase Price.
Pending the Closing, or until this Agreement is terminated, the Deposit shall be deposited in an
interest bearing account, with interest credited to Purchaser, at a federally-insured financial
institution mutually acceptable to Purchaser and Sellers.
1.3
Closing Date. The consummation of the transactions contemplated by this
Agreement (the “Closing”) shall take place at 10:00 a.m. local time at the offices of Dentons US
LLP, 601 South Figueroa St., Suite 2500, Los Angeles, CA 90017-5704 (the day on which Closing
actually occurs, the “Closing Date”) promptly but no later than five (5) business days following
the satisfaction or waiver of the conditions set forth in ARTICLE 7 and ARTICLE 8, other than
those conditions that by their nature are to be satisfied at Closing but subject to fulfillment or
waiver of those conditions. The Closing shall be deemed to occur and to be effective as of 11:59
p.m. Pacific time on the Closing Date (the “Effective Time”). Purchaser and Sellers agree that
2
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because the change of ownership and regulatory approval process may take an extended period of
time, at the Effective Time, the Assets (less any Assets constituting drugs or pharmacy assets) will
be sold to Purchaser and immediately leased back to Sellers (substantially in the form of the
Leaseback Agreement attached hereto as Exhibit 1.3(a), the “Leaseback Agreement”), with a
concurrent management arrangement (substantially in the form of the Interim Management
Agreement attached hereto as Exhibit 1.3(b), the “IMA”). On the effective date that Purchaser
obtains a general acute care hospital license from the California Department of Public Health
(“CDPH”) and a hospital pharmacy permit from the California State Board of Pharmacy (“BOP”)
(i) the Leaseback Agreement and IMA will terminate and (ii) the drugs and pharmacy assets will
be transferred to Purchaser (without payment of any additional Purchase Price) (the “Licensure
Date”). For the avoidance of any doubt, the Licensure Date shall be the date the Purchaser’s
hospital license and pharmacy permit are effective, even if they are not actually issued until some
time later. The Licensure Date may be determined based on oral assurances and/or temporary
permits issued by CDPH and the BOP.
1.4
Items to be Delivered by Sellers at Closing. At or before the Closing, Sellers shall
deliver, or cause to be delivered, to Purchaser the following:
1.4.1 a Bill of Sale substantially in the form of Exhibit 1.4.1 attached hereto (the
“Bill of Sale”), duly executed by each Seller, with respect to the Assets;
1.4.2 Real Estate Assignment Agreements (the “Real Estate Assignments”) in
the form of Exhibit 1.4.2 attached hereto with respect to (i) the Leased Real Property, and (ii) the
Tenant Leases, each duly executed by each Seller;
1.4.3 Quitclaim Deeds in the form of Exhibit 1.4.3 attached hereto with respect
to the real property listed in Schedule 1.4.3, together with all plant, buildings, structures,
installments, improvements, fixtures, betterments, additions and constructions in progress situated
thereon (collectively, the “Owned Real Property”) as well as with respect to the Purchased Verity
Holdings Assets (as defined below) duly executed by each Seller, as appropriate;
1.4.4 an Assigned Contract Transfer Agreement (the “Transfer Agreement”) in
the form of Exhibit 1.4.4 attached hereto with respect to the Transferred Obligations duly executed
by each Seller;
1.4.5 favorable original certificates of good standing, of each Seller, issued by the
State of California, dated no earlier than a date which is fifteen (15) calendar days prior to the
Closing Date;
1.4.6 a duly executed certificate of an officer of each Seller certifying to
Purchaser: (i) the incumbency of the officers of such Seller on the Signing Date and on the Closing
Date and bearing the authentic signatures of all such officers who shall execute this Agreement
and any additional documents contemplated by this Agreement, and (ii) the due adoption and text
of the resolutions or consents of the Board of Directors of such Seller authorizing: (I) the transfer
of the Assets and transfer of the Transferred Obligations by such Seller to Purchaser, and (II) the
due execution, delivery and performance of this Agreement and all additional documents
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contemplated by this Agreement, and that such resolutions have not been amended or rescinded
and remain in full force and effect on the Closing Date;
1.4.7

a certified copy of the Sale Order (as defined below);

1.4.8 a Transition Services Agreement (the “Transition Services Agreement”)
in form and substance satisfactory to Sellers and Purchaser, in their reasonable discretion, granting
to Sellers use of certain assets, systems and personnel identified in such agreement solely in
connection with Sellers’ wind-down of the Business, the completion of the Bankruptcy Cases and
the dissolution of Sellers (and following completion of such wind-down, Bankruptcy Cases and
dissolution of Sellers, such Transition Services Agreement shall automatically terminate);
1.4.9

the Indemnity Escrow Agreement (as defined in Section 4.8);

1.4.10 evidence of payment of all Cure Costs;
1.4.11 Evidence of insurance coverage for Sellers as described in Section 4.10;and
1.4.12 any such other instruments, certificates, consents or other documents which
Purchaser and Sellers mutually deem reasonably necessary to carry out the transactions
contemplated by this Agreement and to comply with the terms hereof.
1.5
Items to be Delivered by Purchaser at Closing. At or before the Closing, Purchaser
shall deliver or cause to be delivered to Sellers the following:
1.5.1 payment of the Cash Consideration, plus the Cure Pool, minus the Deposit
(defined below) and the amount of PTO to be credited to Hired Employees pursuant to Section
5.3(b), subject to credits or plus payment to Sellers of all amounts as provided under Section 1.6;
1.5.2 a duly executed certificate of the Secretary of Purchaser certifying to
Sellers: (a) the incumbency of the officers of Purchaser on the Signing Date and on the Closing
Date and bearing the authentic signatures of all such officers who shall execute this Agreement
and any additional documents contemplated by this Agreement, and (b) the due adoption and text
of the resolutions of the Board of Directors of Purchaser authorizing the execution, delivery and
performance of this Agreement and all additional documents contemplated by this Agreement, and
that such resolutions have not been amended or rescinded and remain in full force and effect on
the Closing Date;
1.5.3 favorable original certificate of good standing, of Purchaser, issued by the
California Secretary of State dated no earlier than a date which is fifteen (15) calendar days prior
to the Closing Date;
1.5.4

the Bill of Sale, duly executed by Purchaser;

1.5.5

the Real Estate Assignment(s), duly executed by Purchaser;

1.5.6

the Transfer Agreement, duly executed by Purchaser;
4
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1.5.9 any such other instruments, certificates, consents or other documents which
Purchaser and Sellers mutually deem reasonably necessary to carry out the transactions
contemplated by this Agreement and to comply with the terms hereof.
1.6
Prorations and Utilities. All items of income and expense listed below with respect
to the Assets shall be prorated in accordance with the principles and the rules for the specific items
set forth hereafter:
1.6.1 All transfer, conveyance, sales, use, stamp, similar state and local taxes
arising from the sale of the Assets hereunder shall be the responsibility of, and allocated to,
Purchaser.
1.6.2 Other than the Utility Deposits (defined below), which are governed by
Section 1.8(j), and other than with respect to Cure Costs payable by Purchaser, the following costs
and expenses shall be prorated based upon the payment period (i.e., calendar or other tax fiscal
year) to which the same are attributable: all real estate and personal property lease payments, real
estate and personal property taxes, real estate assessments, and power and utility charges
(collectively, the “Prorated Charges”) on the Assets. Each Seller shall pay its respective portion
at or prior to the Closing (or Purchaser shall receive credit for) of any unpaid Prorated Charges
attributable to periods or portions thereof occurring prior to the Effective Time, and Purchaser
shall be responsible for as a Transferred Obligation or, to the extent previously paid by any Seller,
pay to such Seller at the Closing all Prorated Charges attributable to periods or portions thereof
occurring from and after the Effective Time. In the event that as of the Closing Date the actual tax
bills for the tax year or years in question are not available and the amount of taxes to be prorated
as aforesaid cannot be ascertained, then rates, millages and assessed valuation of the previous year,
with known changes, shall be used. The parties agree that if the real estate and personal property
tax prorations are made based upon the taxes for the preceding tax period, the prorations shall be
re-prorated after the Closing. As to power and utility charges, “final readings” as of the Closing
Date shall be ordered from the utilities; the cost of obtaining such “final readings,” if any, shall be
paid by Purchaser.
1.6.3 Sellers shall be entitled to all rents and other payments under Tenant Leases
accruing for the period prior to the Effective Time (“Pre Effective Time Lease Amounts”), and
Purchaser shall be entitled to all rents and other payments under Tenant Leases accruing for the
period after the Effective Time (“Post Effective Time Lease Amounts” and together with the Pre
Effective Time Lease Amounts, the “Lease Amounts”). All Lease Amounts that are collected
prior to the Closing shall be prorated as of the Closing in accordance with the immediately
preceding sentence. All Lease Amounts that are accrued but uncollected as of the Closing
(including, without limitation, rents and other payments accrued prior to the Closing but payable
in arrears after the Closing) (collectively, the “Unpaid Amounts”) shall belong to Sellers, and
Purchaser shall, upon receipt of said rents and other payments, receive the same in trust for Sellers
and shall promptly remit any of such amounts to the applicable Seller within ten (10) days after
5
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Purchaser’s receipt of same. For the avoidance of doubt, all rental payments received after Closing
shall be first applied to any amounts owed to the Sellers under this Section 1.6.3.
1.6.4 If Purchaser requests that Sellers transfer electronic medical records in a
specific electronic format, then Purchaser shall reimburse, on the Closing Date, all amounts paid
or to be paid by Sellers to transfer electronic medical records to Purchaser in such electronic
format.
1.6.5 All prorations and payments to be made under the foregoing provisions
shall be agreed upon by Purchaser and Sellers prior to the Closing and shall be binding upon the
parties; provided, however, with respect to the Unpaid Amounts, in the event any proration,
apportionment or computation shall prove to be incorrect for any reason, then either the applicable
Seller or Purchaser shall be entitled to an adjustment to correct the same, provided that said party
makes written demand on the party from whom it is entitled to such adjustment within thirty (30)
calendar days after the erroneous payment or computation was made, or such later time as may be
required, in the exercise of due diligence, to obtain the necessary information for proration. This
Section 1.6 shall survive Closing.
1.7
Transfer of Assets of Sellers. On the Closing Date and subject to the terms and
conditions of this Agreement, each Seller shall sell, assign, transfer, convey and deliver to
Purchaser, free and clear of all liens, claims, interests and encumbrances other than the Permitted
Exceptions (defined below), and Purchaser shall acquire, all of each Seller’s right, title and interest
in and to only the following assets and properties, as such assets shall exist on the Closing Date,
in each case (notwithstanding anything else in this Agreement) solely to the extent used primarily
in the conduct of the Business and to the extent not included among the Excluded Assets, such
transfer being deemed to be effective at the Effective Time:
(a)
all of the tangible personal property owned by Hospital Seller, or to the
extent assignable or transferable by Hospital Seller, leased, subleased or licensed by Hospital
Seller, and used by Hospital Seller in the operation of the Hospital, including equipment,
furniture, fixtures, machinery, vehicles, office furnishings and leasehold improvements (the
“Personal Property”);
(b)
on and after the Closing Date, all of Hospital Seller’s rights, to the extent
assignable or transferable, to and all of Hospital Seller’s obligations due from and after the
Closing Date under, all Medicare and Medi-Cal provider agreements, permits, approvals,
certificates of exemption, franchises, accreditations and registrations and other governmental
licenses, permits or approvals issued to Hospital Seller for use in the operation of the Hospital
(the “Licenses”), including, without limitation, the Licenses and Medicare/Medi-Cal Provider
Agreements set forth on Schedule 1.7(b), except to the extent Purchaser elects, in its discretion,
not to take assignment of any such Licenses;
(c)
all of Sellers’ interest in and to the Owned Real Property and all of Sellers’
interest, to the extent assignable or transferable, in and to all of the following (the “Assigned
Leases”): (i) personal property leases with respect to the operation of the Hospital (including
leases for assets described in Section 1.7(i)), (ii) the real property leases for all real property
leased by Hospital Seller and set forth on Schedule 1.7(c)(ii) (the “Leased Real Property”),
6
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and (iii) the real property leased or subleased by Hospital Seller to a third party and set forth on
Schedule 1.7(c)(iii) (the “Tenant Leases”);
(d)
other than those contracts specified in 1.7(x), all of Hospital Seller’s
interest, to the extent assignable or transferable, in and to all contracts and agreements (including,
but not limited to, purchase orders and the State Services Agreement) with respect to the
operation of the Hospital that have been designated by Purchaser as a contract to be assumed and
assigned pursuant to Section 1.11 (the “Assigned Contracts”);
(e)

[Reserved];

(f)
to the extent assignable or transferable, all inventories of supplies, drugs,
food, janitorial and office supplies and other disposables and consumables (i) located at the
Hospital, or (ii) used in the operation of the Hospital (the “Inventory”) except as set forth in
Section 1.8(f);
(g)
other than Utility Deposits, all prepaid rentals, deposits, prepayments
(excluding prepaid insurance and Base Payments (as defined in State Services Agreement)
recieved prior to the Effective Time and prepaid taxes) and similar amounts relating to the
Assigned Contracts and/or the Assigned Leases, which were made with respect to the operation
of the Hospital (the “Prepaids”);
(h)
to the extent assignable or transferrable, all of the following that are not
proprietary to Sellers and/or owned by or proprietary to Sellers’ affiliates: operating manuals,
files and computer software with respect to the operation of the Hospital, including, without
limitation, all patient records, medical records, employee records, billing records, financial
records, equipment records, construction plans and specifications, and medical and
administrative libraries; provided, however, that any electronic medical records may be
transferred in paper or “pdf” if Sellers’ EMR system and Purchaser’s EMR system are not
interoperable;
(i)
to the extent assignable or transferrable (and if leased, to the extent the
associated lease is transferrable), including any assignment which is made effective pursuant to
the Sale Order where the consent of a third party is required pursuant to the terms of an applicable
agreement but not obtained, all systems, servers, computers, hardware, firmware, middleware,
telecom equipment, networks, data communications lines, routers, hubs, switches and all other
information technology equipment, and all associated documentation owned, leased or licensed
by Hospital Seller and used by Hospital Seller with respect to the operations of the Hospital;
(j)
all Measure B trauma funding received by Hospital Seller after the
Closing Date, regardless of the state fiscal year for which the funding is made in reference to and
regardless of the state fiscal year for which the data was derived to calculate eligibility for such
funding;
(k)
all funds received by Hospital Seller after the Closing Date under the QAF
Program and any subsequent QAF Program payment (e.g., QAF VI and QAF VII), regardless of
the state fiscal year for which the funding is made in reference to and regardless of the state fiscal
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year for which the data was derived to calculate eligibility for such funding; for purposes of this
Agreement, the “QAF Program” means the California Department of Health Care Services
Hospital Quality Assurance Fee Programs V (“QAF V”), and VI (“QAF VI”). To the extent
Hospital Seller has paid QAF fees for QAF funds that are not received until after the Closing
Date, Purchaser will reimburse the Hospital Seller for any such fees that have been paid;
(l)
all disproportionate share funds received by Hospital Seller after the
Closing Date, regardless of the state fiscal year for which the funding is made in reference to and
regardless of the state fiscal year for which the data was derived to calculate eligibility for such
funding;
(m)
other than the Excluded Settlements and Actions, all regulatory
settlements, rebates, adjustments, refunds or group appeals, including without limitation
pursuant to all cost reports filed by Sellers for payment or reimbursement from government
payment programs and other payors with respect to periods after the Signing Date;
(n)
other than the Excluded Settlements and Actions, all casualty and property
insurance proceeds arising in respect of losses occurring after the Closing Date in connection
with the ownership or operation of, or damage or destruction to, the Assets;
(o)
all transferable unclaimed property of any Person in Sellers’ possession
as of the Closing Date that relate to the Hospital, including, without limitation, property which
is subject to applicable escheat laws;
(p)
to the extent assignable or transferable by Sellers without out-of-pocket
expense to Sellers, all warranties (including warranties of any manufacturer or vendor) on or in
connection with the Assets (including the Personal Property) in favor of the Hospital or Sellers;
(q)
the right to use the names “Seton Medical Center” and “Seton Medical
Center Coastside”, including any trademarks, service marks, trademark and service mark
registrations and registration applications, trade names, trade name registrations, logos, domain
names, trade dress, copyrights, copyright registrations, website content, know-how, trade secrets
and the corporate or company names of Hospital Seller and the name of the Hospital, together
with all rights to sue and recover damages for infringement, dilution, misappropriation or other
violation or conflict associated with any of the foregoing; at the Closing, Purchaser will execute
and deliver to Sellers the Transition Services Agreement granting to Sellers an unlimited, royalty
free, irrevocable license to use any and all of the foregoing solely in connection with the winddown of the Business, the completion of the Bankruptcy Cases and the dissolution of Sellers
(and following completion of such wind-down, Bankruptcy Cases and dissolution of Sellers,
such license shall automatically terminate);
(r)

all goodwill of the Hospital evidenced by or associated with any of the

Assets;
(s)
to the extent transferable or assignable, Hospital Seller’s right or interest
in the telephone and facsimile numbers and uniform resource locaters used with respect to the
operation of the Hospital;
8
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(t)
all of Hospital Sellers’ interest in and to, from and after the Licensure
Date, to Hospital Seller’s Medicare and Medi-Cal provider agreements and lockbox account(s)
identified on Schedule 1.7(t), with the submission and payment of claims to be made in
accordance with the provisions of Section 3.4 of the IMA;
(u)
with respect to Verity Holdings, the real property assets represented by
the assessor’s parcel numbers (APN’s) listed in Schedule 1.7(u) hereof, together with all plant,
buildings, structures, installments, improvements, fixtures, betterments, additions and
constructions in progress situated thereon (the “Purchased Verity Holdings Assets”);
(v)
except for the Excluded Assets, to the extent assignable or transferable,
and subject to the Permitted Exceptions, any other assets owned by Hospital Seller (which are
not otherwise specifically described above in this Section 1.7) that are used in the operation of
the Hospital;
(w)
all claims, counterclaims and causes of action of each Seller, Seller
affiliate or such Seller’s or Seller affiliate’s bankruptcy estate (including parties acting for and
on behalf of such Seller’s bankruptcy estate, including, but not limited to, the official committee
of unsecured creditors appointed in the Bankruptcy Cases), arising under or with respect to
claims and causes of action against Purchaser or any Purchaser affiliate or that relate to the Assets
or the Transferred Obligations but excluding any claims or causes of action: (i) relating to the
Excluded Assets; (ii) arising under Chapter 5 of the Bankruptcy Code; or (iii) as set forth on
Schedule 1.7(w); and
(x)
subject to Section 4.9 and the provisions of Exhibit 4.9, all of Sellers’
interest in, and all of Sellers’ obligations due under, from and after the Licensure Date, to the
extent assignable or transferable, in and to any of the Hospital’s services, participation or
provider agreements with private health plans, insurers or other third party payors (collectively,
the “Private Payor Agreements”) that have been designated by Purchaser as an Assigned
Contract pursuant to Section 1.11 (to the extent so designated, the “Transferred Private Payor
Agreements”), provided that, (i) the submission and payment of claims shall be in accordance
with the provisions of Section 3.4 of the IMA, and (ii) Private Payor Agreements shall not
include any “risk-sharing” agreements with independent physician associations;
As used herein, the term “Permitted Exceptions” means: (i) the Transferred Obligations;
(ii) liens for taxes not yet due and payable; (iii) easements, rights of way, zoning ordinances and
other similar encumbrances affecting real property; (iv) other imperfections of title or
encumbrances, if any, which are not monetary in nature and that are not, individually or in the
aggregate, material to the business of the Hospital; (v) any agreements made with any
governmental authority in order to obtain any consent or approval, including, without limitation,
in connection with the Medicare and Medi-Cal provider agreements; and (vi) other imperfections
of title or encumbrances that are expressly identified on Schedule 1.7 hereof.
1.8
Excluded Assets. Notwithstanding anything to the contrary in Section 1.7, each
Seller shall retain all interests, rights and other assets owned directly or indirectly by it (or any of
such Seller’s affiliates) which are not among the Assets, including, without limitation, the
following interests, rights and other assets of such Seller (collectively, the “Excluded Assets”):
9
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cash, cash equivalents and short-term investments;

(b)
all Seller Plans (defined below) and the assets of all Seller Plans and any
asset that would revert to the employer upon the termination of any Seller Plan, including,
without limitation, any assets representing a surplus or overfunding of any Seller Plan;
(c)
all contracts that are not Assigned Contracts and all Private Payor
Agreements that are not Transferred Private Payor Agreements;
(d)

all leases that are not Assigned Leases;

(e)
the portions of Inventory, Prepaids, and other assets disposed of,
expended or canceled, as the case may be, by such Seller after the Signing Date and prior to the
Effective Time in the ordinary course of business;
(f)

assets owned and provided by vendors of services or goods to the

Hospital;
(g)
Except for as stated in Section 1.7(j), Section 1.7(k), and Section 1.7(l),
all accounts and interest thereupon, notes and interest thereupon and other receivables of Sellers,
including, without limitation, accounts, notes or other amounts receivable, and all rights,
interests and proceeds, and claims, counterclaims and causes of action, related thereto, including
all accounts and other receivables, and Seller Cost Report settlements related thereto, in each
case arising from the rendering of services or provision of goods, products or supplies to
inpatients and outpatients at the Hospital, billed and unbilled, recorded and unrecorded, for
services, goods, products and supplies provided by Sellers prior to the Effective Time whether
payable by Medicare, Medicaid, or any other payor (including an insurance company), or any
health care provider or network (such as a health maintenance organization, preferred provider
organization or any other managed care program) or any fiscal intermediary of the foregoing,
private pay patients, private insurance or by any other source (collectively, “Accounts
Receivable”); all documents, records, correspondence, work papers and other documents
primarily relating to the Accounts Receivable; and all rights, claims and causes of action of
Sellers to the extent related to and/or to the extent arising out of the Accounts Receivable;
(h)
all of such Seller’s organizational or corporate record books, minute
books, tax returns, tax records and reports, data, files and documents, including electronic data
related thereto;
(i)
except as set forth in Section 1.7(w) and 1.8(g), all claims, counterclaims
and causes of action of such Seller or such Seller’s bankruptcy estate (including parties acting
for or on behalf of such Seller’s bankruptcy estate, including, but not limited to, the official
committee of unsecured creditors appointed in the Bankruptcy Cases), including, without
limitation, rights of recovery or set-off of every kind and character against third parties, causes
of action arising out of any claims and causes of action under chapter 5 of the Bankruptcy Code
and any related claims, counterclaims and causes of action under applicable non-bankruptcy law,
and any rights to challenge liens asserted against property of such Seller’s bankruptcy estate,
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including, but not limited to, liens attaching to the Purchase Price paid to such Seller, and the
proceeds from any of the foregoing;
(j)
other than insurance proceeds described in Section 1.7(n), all insurance
policies and contracts and coverages obtained by such Seller or listing such Seller as insured
party, a beneficiary or loss payee, including prepaid insurance premiums, and all rights to
insurance proceeds under any of the foregoing, and all subrogation proceeds related to any
insurance benefits arising from or relating to Assets prior to the Closing Date;
(k)
all deposits made with any entity that provides utilities to the Hospital (the
“Utility Deposits”);
(l)
all rents, deposits, prepayments, and similar amounts relating to any
contract or lease that is not an Assigned Contract or Assigned Lease;
(m)
all non-transferrable unclaimed property of any third party as of the
Effective Time, including, without limitation, property which is subject to applicable escheat
laws;
(n)

all other bank accounts of such Sellers not listed on Schedule 1.7(t);

(o)
all writings and other items that are protected from discovery by the
attorney-client privilege, the attorney work product doctrine or any other cognizable privilege or
protection;
(p)
the rights of such Seller to receive mail and other communications with
respect to Excluded Assets or Excluded Liabilities;
(q)

all director and officer insurance;

(r)

all tax refunds and tax assets of such Seller;

(s)
all documents, records, operating manuals and film pertaining to the
Hospital that the parties agree that such Seller is required by law to retain;
(t)
all patient records and medical records which are not required by law to
be maintained by such Seller as of the Effective Time;
(u)
all documents, records, correspondence, work papers and other patient
records that may not be transferred under applicable law, and any other documents, records, or
correspondence (including with respect to any employees) that may not be transferred under
applicable law;
(v)
Excluded Asset;

any rights or documents relating to any Excluded Liability or other

(w)
any rights or remedies provided to such Seller under this Agreement and
each other document executed in connection with the Closing;
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(x)
any: (i) personnel files for employees of such Seller who are not hired by
Purchaser; (ii) other books and records that such Seller is required by Law to retain; provided,
however, that except as prohibited by Law and subject to Article 5, Purchaser shall have the right
to make copies of any portions of such retained books and records that relate to the business of
the Hospital as conducted before the Closing or that relate to any of the Assets; (iii) documents
which such Seller is not permitted to transfer pursuant to any contractual obligation owed to any
third party; (iv) documents primarily related to any Excluded Assets; and (v) documents
necessary to prepare tax returns (Purchaser shall be entitled to a copy of such documents). With
respect to documents necessary to prepare cost reports, Purchaser shall receive the original
document and such Seller shall be entitled to retain a copy of such documents for any period
ending on or prior to the Closing Date;
(y)
all deposits or other prepaid charges and expenses paid in connection with
or relating to any other Excluded Assets;
(z)
all pre-Closing settlements or settlements pursuant to adversary
proceedings in the Bankruptcy Cases, including, without limitation, any proceedings identified
in Section 1.8(i) (together with the items identified in Section 1.8(i), the “Excluded Settlements
and Actions”);
(aa) for the avoidance of doubt, all QAF IV and QAF V payments actually
received prior to the Closing Date;
(bb) all assets of Verity Holdings other than the Purchased Verity Holdings
Assets and all assets of any of the tenants located in the leased premises of the purchased Verity
Holdings properties;
(cc) any rights or remedies, including deposits, against any individual or entity
arising pursuant to (including in connection with Sellers’ termination of) or relating to that
certain Asset Purchase Agreement dated January 8, 2019 between, inter alia, Sellers and
Strategic Global Management, Inc.;
(dd) any and all rights and entitlements of Sellers in respect of that certain
Settlement Agreement, executed as of April 29, 2019, by and between, on the one hand, Premier,
Inc., Premier Services, LLC (“Premier GP”), Premier Healthcare Alliance, L.P. (“Premier
LP”), Premier Healthcare Solutions, Inc. (“PHSI”) and each of Premier, Inc.’s other subsidiaries
(collectively and including Premier GP, Premier LP and PHSI, “Premier”), and on the other
hand, Verity Health System of California, Inc., formerly known as Daughters of Charity Health
System (“VHS”), as approved by the Bankruptcy Court by order entered on May 29, 2019
[Docket No. 2461], including but not limited to the right to convert and exchange partnership
interests arising under that certain Amended and Restated Limited Partnership Agreement,
effective as of October 1, 2013, as amended, by and among Premier LP, Premier GP and the
limited partners of Premier LP party thereto (including VHS);
(ee) any and all rights and entitlements of Sellers in respect of the
compensations under that certain Services Agreement by and between the California Department
of Public Health (the “State”), on the one hand, and on the other hand, Verity Healthcare System
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of California, Inc., (“Verity”) and Seton Medical Center, a California nonprofit public benefit
corporation as approved by the Bankruptcy Court on March 20, 2020 [Docket No. 4315] (the
“State Services Agreement”), as it may be amended, received or due on account of services
provided prior to Effective Time;
(ff)
any COVID-19 grants or related governmental awards or supplemental
payments received, allocable to, or on account of the delivery of individual patient care services
performed prior to the Effective Time. (All other COVID-19 grants or related government
awards shall be the property of Purchaser.); and
(gg)

any assets identified in Schedule 1.8(gg).

1.9
Transferred Obligations. Purchaser is not assuming any liabilities of Sellers.
Instead, on and after the Closing Date, Purchaser shall be responsible for and agrees to discharge,
perform and satisfy fully, on and after the Effective Time, the following liabilities and obligations
and only the following liabilities and obligations (collectively, the “Transferred Obligations”):
(a)
the Assigned Contracts and all obligations under the Assigned Contracts
but solely to the extent related to periods after the Effective Time;
(b)
the Assigned Leases and all obligations under the Assigned Leases but
solely to the extent related to periods after the Effective Time;
(c)
all liabilities and obligations arising out of or relating to any act, omission,
event or occurrence connected with the use, ownership or operation by Purchaser of the Hospital
or any of the Assets on or after the Effective Time;
(d)
accrued payroll and related expenses with respect to Hired Employees
arising on or following the Effective Time;
(e)
all liabilities and obligations related to the Hired Employees arising on or
following the Effective Time;
(f)
all unpaid real and personal property taxes, if any, that are attributable to
the Assets after the Effective Time, subject to the prorations provided in Section 1.6;
(g)
all liabilities and obligations relating to utilities being furnished to the
Assets, subject to the prorations provided in Section 1.6;
(h)
any documentary, sales and transfer tax liabilities incurred as a result of
the consummation of the transaction contemplated by this Agreement;
(i)

all liabilities or obligations provided for in Section 5.3;

(j)
on and after the Closing Date, any obligations Purchaser may desire or
need to undertake in order to have the Certifications/Licenses/Permits identified on Schedule
1.7(b) reissued to Purchaser, as well as any obligations associated with Hospital Seller’s
Medicare and Medi-Cal provider agreements, but subject to the satisfaction of the condition
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precedent set forth in Section 8.6, and any Medi-Cal liabilities or obligations needed to support
ongoing Hospital Quality Assurance Fee Program payments; and
(k)

any other obligations and liabilities identified in Schedule 1.9(k).

1.10 Excluded Liabilities. Purchaser shall have those duties, obligations and liabilities
set forth in this Agreement, the IMA, the Leaseback Agreement, the Transition Services
Agreement, the Bill of Sale, the Transfer Agreement and the Real Estate Assignment(s) and shall
be responsible for the Transferred Obligations. However, Purchaser shall not assume or become
responsible for any liabilities of any Seller (the “Excluded Liabilities”), and each Seller shall
remain fully and solely responsible for all of such Seller’s debts, liabilities, contract obligations,
expenses, obligations and claims of any nature whatsoever related to the Assets or the Hospital
other than the Transferred Obligations.
1.11

Designation of Assigned Contracts and Assigned Leases.

(a)
Except as provided in Section 1.11(b), all contracts and leases will be
subject to evaluation by Purchaser for assumption or rejection (collectively “Evaluated
Contracts”). Not later than thirty (30) days prior to Closing (i) Purchaser shall notify each Seller
in writing of which Evaluated Contracts are to be assumed by such Seller and assigned to
Purchaser, and (ii) Purchaser shall notify each Seller in writing signed and dated by Purchaser
of which Evaluated Contracts are to be rejected by such Seller (collectively, the “Rejected
Contracts”); provided, that Purchaser shall have the right to designate additional Evaluated
Contracts for assumption up to fourteen (14) days prior to Closing and Sellers shall have the
absolute right to remove any Evaluated Contract from the list of Assigned Contracts in order to
preserve avoidance claims. Each Seller shall file such motions in the Bankruptcy Court and take
such other actions as are reasonably necessary to ensure that final and non-appealable orders are
entered: (x) assuming and assigning the respective Assigned Contracts or Assigned Leases
applicable to such Seller to Purchaser, and (y) rejecting the Rejected Contracts. With respect to
each Assigned Lease, the applicable Seller shall execute and deliver to Purchaser an Assignment
of Lease. Notwithstanding anything to the contrary set forth in this Agreement, the Rejected
Contracts shall constitute part of the Excluded Assets pursuant to, and as defined in, this
Agreement.
(b)
At Closing and pursuant to an order of the Bankruptcy Court and any
applicable authority, including, but not limited to, section 365 of the Bankruptcy Code, each
Seller will assume and immediately assign to Purchaser the leases of such Seller for Leased Real
Property and the Tenant Leases.
(c)
Notwithstanding the foregoing, except for those contracts set forth in
Schedule 1.11(c) and subject to Section 4.9 (the “Required Assigned Contracts”), Purchaser’s
obligation to consummate the transactions contemplated by this Agreement are not contingent
upon the assumption, assignment or rejection of any contract or lease, or on the amount of any
payment or other performance needed to cure any default thereunder.
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Disclaimer of Warranties; Release.

(a)
THE ASSETS TRANSFERRED TO PURCHASER WILL BE SOLD BY
SELLERS AND PURCHASED BY PURCHASER IN THEIR PHYSICAL CONDITION AT
THE EFFECTIVE TIME, “AS IS, WHERE IS AND WITH ALL FAULTS AND
NONCOMPLIANCE WITH LAWS” WITH NO WARRANTIES, INCLUDING, WITHOUT
LIMITATION, THE WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A
PARTICULAR PURPOSE, SUITABILITY, USAGE, WORKMANSHIP, QUALITY,
PHYSICAL CONDITION, OR VALUE, AND ANY AND ALL SUCH OTHER
REPRESENTATIONS AND WARRANTIES ARE HEREBY EXPRESSLY DISCLAIMED,
AND WITH RESPECT TO THE LEASED REAL PROPERTY WITH NO WARRANTY OF
HABITABILITY OR FITNESS FOR HABITATION, INCLUDING, WITHOUT
LIMITATION, THE LAND, THE BUILDINGS AND THE IMPROVEMENTS. ALL OF THE
PROPERTIES, ASSETS, RIGHTS, LICENSES, PERMITS, PRIVILEGES, LIABILITIES,
AND OBLIGATIONS OF SELLERS INCLUDED IN THE ASSETS AND THE
TRANSFERRED OBLIGATIONS ARE BEING ACQUIRED “AS IS, WHERE IS” ON THE
CLOSING DATE AND IN THEIR PRESENT CONDITION, WITH ALL FAULTS. ALL OF
THE TANGIBLE ASSETS SHALL BE FURTHER SUBJECT TO NORMAL WEAR AND
TEAR AND NORMAL AND CUSTOMARY USE OF THE INVENTORY AND SUPPLIES
IN THE ORDINARY COURSE OF BUSINESS UP TO THE EFFECTIVE TIME.
(b)
Purchaser acknowledges that Purchaser has examined, reviewed and
inspected all matters which in Purchaser’s judgment bear upon the Assets, the Sellers, the
Hospital, the business of the Hospital and their value and suitability for Purchaser’s purposes
and is relying solely on Purchaser’s own examination, review and inspection of the Assets and
Transferred Obligations. Purchaser releases each Seller and its affiliates from all responsibility
and liability regarding the condition, valuation, salability or utility of the business of the Hospital
or the Assets, or their suitability for any purpose whatsoever. Purchaser further acknowledges
that the representations and warranties of Sellers contained in ARTICLE 2 of this Agreement are
the sole and exclusive representations and warranties made by Sellers to Purchaser (including
with respect to the Hospital, the Assets and the Transferred Obligations) and shall expire, and be
of no further force or effect after the date which is twelve (12) months from the Closing Date,
except that the Sale Order Date Representations shall expire, and be of no further force or effect
upon the Sale Order Date, and in each case Sellers shall not have any liability in respect of any
breach thereof following such expiration.
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ARTICLE 2
REPRESENTATIONS AND WARRANTIES OF SELLERS
Each Seller hereby represents, warrants and covenants to Purchaser, severally (and not
jointly) with respect to such Seller that the following matters are true and correct as of the Signing
Date, except as would not have a material adverse effect upon the Assets, taken as a whole (a
“Material Adverse Effect”) and except as disclosed in the disclosure schedule, as may be
amended pursuant to the terms of this Agreement (the “Disclosure Schedule”), provided that the
representations and warranties set forth in Sections 2.1 (Authorization), 2.2 (Binding Agreement),
2.3 (Organization and Good Standing; No Violation), 2.8 (Compliance with Legal Requirements),
2.9 (Required Consents), 2.11 (Title), 2.14 (Legal Proceedings), and 2.22 (Bankruptcy
Proceedings) (the “Sale Order Date Representations”) shall also be made as of immediately
prior to the entry of the Sale Order (the “Sale Order Date”):
2.1
Authorization. Such Seller has all necessary corporate power and authority to enter
into this Agreement and, subject to Bankruptcy Court approval, to carry out the transactions
contemplated hereby.
2.2
Binding Agreement. This Agreement has been duly and validly executed and
delivered by such Seller and, assuming due and valid execution by Purchaser, this Agreement
constitutes a valid and binding obligation of such Seller enforceable in accordance with its terms
subject to (a) applicable bankruptcy, reorganization, insolvency, moratorium and other laws
affecting creditors’ rights generally from time to time in effect, and (b) limitations on the
enforcement of equitable remedies. Except for such corporate actions which have been taken on
or before the date hereof, no other corporate action on the part of Sellers is necessary to authorize
the execution, delivery and performance of this Agreement and the transactions contemplated
hereby and thereby.
2.3

Organization and Good Standing; No Violation.

(a)
Such Seller is an entity duly organized, validly existing and in good
standing under the laws of the State of California. Such Seller has all necessary power and
authority to own, operate and lease its properties and to carry on its businesses as now conducted.
(b)
Neither the execution and delivery by such Seller of this Agreement nor
the consummation of the transactions contemplated hereby by such Seller nor compliance with
any of the material provisions hereof by such Seller, will violate, conflict with or result in a
breach of any material provision of such Seller’s articles of incorporation or bylaws or any other
organizational documents of such Seller.
2.4
Contracts. Except as set forth in Schedule 2.4, upon entry of the Sale Order and
Purchaser’s payment of the Cure Costs, to Seller’s knowledge, Seller is not in material breach or
default of the Assigned Contracts or Assigned Leases except to the extent of defaults that will be
cured in connection with assumption pursuant to Section 365 of the Bankruptcy Code, and no act
or omission by the appropriate Seller has accrued or failed to occur which, with the giving of
notice, the lapse of time or both would constitute a default under the Assigned Contracts or
16
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Assigned Leases except to the extent of defaults that will be cured in connection with assumption
pursuant to Section 365 of the Bankruptcy Code. No provision of this Section 2.4 shall apply to
any failure to obtain consents to the assignment of the Assigned Contracts and Assigned Leases
from third parties to the Assigned Contracts and Assigned Leases for which consent is required to
assign the Assigned Contracts and Assigned Leases to Purchaser (the “Contract and Lease
Consents”).
2.5
Brokers and Finders. Except as set forth on Schedule 2.5, neither such Seller nor
any affiliate thereof, nor any officer or director thereof, have engaged or incurred any liability to
any finder, broker or agent in connection with the transactions contemplated hereunder.
2.6
Seller Knowledge. References in this Agreement to “Sellers’ knowledge” or “the
knowledge of Sellers” means the actual knowledge of the Chief Executive Officer or Chief
Financial Officer of the applicable Seller, without independent research. No constructive or
imputed knowledge shall be attributed to any such individual by virtue of any position held,
relationship to any other Person or for any other reason.
2.7
Non-Contravention. Neither the execution and delivery by Sellers of this
Agreement and each Ancillary Agreement nor performance of any of the material provisions
hereof by Sellers, will violate, conflict with or result in a breach of any material provisions of the
articles of incorporation or bylaws of Sellers.
2.8
Compliance with Legal Requirements. Except as set forth in Schedule 2.8, to the
knowledge of Sellers: each Seller, with respect to the operation of the Hospital, is in material
compliance with all applicable laws, statutes, ordinances, orders, rules, regulations, policies,
guidelines, licenses, certificates, judgments or decrees of all judicial or governmental authorities
(federal, state, local, foreign or otherwise) (collectively, “Legal Requirements”). Except as set
forth in Schedule 2.8, to the knowledge of Sellers, none of the Sellers, with respect to the operation
of the Hospital, has been charged in writing with or been given written notice of or is under
investigation with respect to, any material violation of, or any obligation to take material remedial
action under, any applicable Legal Requirements.
2.9
Required Consents. Except as set forth in Schedule 2.9, and other than in
connection with any Licenses, any provider agreements (including any such agreements with a
governmental authority) and the CA AG (defined below), Sellers are not a party to or bound by,
nor are any of the Assets subject to, any mortgage, or any material lien, deed of trust, material
lease, or material contract or any material order, judgment or decree which, after giving effect to
the Sale Order: (a) will require the consent of any third party to the execution of this Agreement,
or (b) will require the consent of any third party to consummate the transactions contemplated by
this Agreement.
2.10

Environmental Matters.

(a)
Sellers have provided Purchaser with the Phase I Environmental Site
Assessments set forth in said Schedule 2.10(a).
(b)
US_Active\114503813\V-2
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operations of the Hospital are not in material violation of any applicable limitations, restrictions,
conditions, standards, prohibitions, requirements and obligations of Environmental Laws and
related orders of any court or any other governmental authority.

(c)
For the purposes of this Section, the term “Environmental Laws” shall
mean all state, federal or local laws, ordinances, codes or regulations relating to Hazardous
Substances or to the protection of the environment, including, without limitation, laws and
regulations relating to the storage, treatment and disposal of medical and biological waste. For
purposes of this Agreement, the term “Hazardous Substances” shall mean (i) any hazardous or
toxic waste, substance, or material defined as such in (or for the purposes of) any Environmental
Laws, (ii) asbestos-containing material, (iii) medical and biological waste, (iv) polychlorinated
biphenyls, (v) petroleum products, including gasoline, fuel oil, crude oil and other various
constituents of such products, and (vi) any other chemicals, materials or substances, exposure to
which is prohibited, limited or regulated by any Environmental Laws.
2.11 Title. Within five (5) days after the Signing Date, Sellers shall have delivered at
their own expense: (i) for all the Real Property preliminary title reports issued by Chicago Title
(the “Title Commitments”), (ii) for all of the Real Property all underlying title documents listed
on the Title Commitments (the “Underlying Title Documents”), and (iii) for the Hospital an asbuilt ALTA Survey (the “Survey”, and collectively with the Title Commitment and the Underlying
Title Documents, the “Title Documents”).
2.12

Certain Other Representations with Respect to the Hospital.

(a)
Except as set forth in Schedule 2.12, all Licenses which are material and
necessary to the operation of the Hospital by Sellers are valid and in good standing and Sellers are
in compliance with the terms and conditions of all such Licenses in all material respects. Except
as set forth in Schedule 2.12, as of the Closing Date Sellers will have any and all material Licenses
required under Legal Requirements to conduct the Hospital as presently conducted by Sellers. To
the knowledge of Sellers, no loss or expiration of any License is pending or threatened.
Hospital Seller is certified for participation in the Medicare, Medi-Cal and
(b)
TRICARE programs and any other federal or state health care reimbursement programs in which
it participates, and has current and valid provider agreements with each such program.
Sellers have not been excluded from Medicare, Medi-Cal or any federal or
(c)
state health care reimbursement program, and, to the knowledge of Sellers, there is no pending or
threatened exclusion action by a governmental authority against Sellers.
2.13

Financial Statements.

Schedule 2.13(a) hereto contains the following financial statements (the
(a)
“Historical Financial Statements”): (i) the Sellers audited financial statement with consolidating
statement of operations and consolidating balance sheets of Sellers for the years ended 2016 and
2017; (ii) the unaudited consolidating statement of operations and consolidating balance sheet of
Sellers as of June 30, 2018; (iii) the Sellers’ unaudited monthly operating report and four month
18
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consolidating statement of operations and consolidating balance sheet for the period ending
December 31, 2018 [ECF Docket No.1453]; (iv) the Sellers’ unaudited monthly operating report
and sixteen (16) month consolidating statement of operations and consolidating balance sheet for
the period ending of December 31, 2019 [ECF Docket No.4038] ; and (v) the Sellers’ unaudited
monthly operating report and seventeen (17) month consolidating statement of operations and
consolidating balance sheet for the period ending January 31, 2020 [ECF Docket No. 4198]. .

(b)
The monthly operating statements and monthly consolidating balance
sheets contained in the Historical Financial Statements were prepared under the Guidelines of the
Office of the United States Trustee for Region 16 and to Seller’s knowledge present fairly the
results of the operations of the Sellers as of and for the periods covered therein. Except as set forth
on Schedule 2.13(b), the Sellers’ balance sheets contained in the Historical Financial Statements:
(i) are true, complete and correct in all material respects; and (ii) to the extent audited by an
independent certified public accounting firm, to Sellers’ knowledge, have been prepared in
accordance with generally accepted accounting principles consistently applied throughout the
periods covered, except as disclosed therein.
2.14 Legal Proceedings. Except as set forth on Schedule 2.14, and except for any and
all cases and/or pleadings filed or to be filed in the Bankruptcy Court, which shall be available
through
Sellers’
claims
and
noticing
agent’s
website
at
http://www.kcclcc.com/VERITYHEALTH/, to the knowledge of Sellers, there are no material
claims, proceedings or investigations pending or threatened with respect to the ownership of the
Assets or the operation of the Hospital by Sellers before any governmental authority. Except as set
forth on Schedule 2.14, and other than any action or proceeding brought in the Bankruptcy Court,
to the knowledge of Sellers, Sellers are not subject to any government order with respect to the
ownership or operation by Sellers of the Hospital or the other Assets or the Hospital and are in
substantial compliance with respect to each such government order.
2.15 Employee Benefits. Schedule 2.15 contains a list of: (i) each pension, profit
sharing, bonus, deferred compensation, or other retirement plan or arrangement of Sellers with
respect to the operation of the Hospital, whether oral or written, which constitutes an “employee
pension benefit plan” as defined in Section 3(2) of ERISA, (ii) each medical, health, disability,
insurance or other plan or arrangement of Sellers with respect to the operation of the Hospital,
whether oral or written, which constitutes an “employee welfare benefit plan” as defined in Section
3(1) of ERISA, and (iii) each other employee benefit or perquisite provided by Sellers with respect
to the operation of the Hospital, in which any employee of Sellers participates in his/her capacity
as such (collectively, the “Seller Plans”).
2.16 Personnel. Schedule 2.16 sets forth a complete list (as of the date set forth therein)
of names, positions and current annual salaries or wage rates and any scheduled bonus of all
employees of Seton immediately prior to the Signing Date, whether such employees are full time
employees, part-time employees, on short-term or long-term disability or on leave of absence
pursuant to Seton’s policies, the Family and Medical Leave Act of 1993 or other similar Legal
Requirements (the “Hospital Employees”) and indicating whether the Hospital Employee is fulltime or part-time. Sellers shall have the right to update to Schedule 2.16 to reflect changes in
employment status or new hires and terminations occurring after the Signing Date by providing a
19
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revised schedule to Purchaser no later than five (5) business days before the date scheduled for the
Closing.
2.17 Insurance. Schedule 2.17 contains a list of all material insurance maintained by
Sellers with respect to the Assets and the Business, as of the Signing Date.
2.18 Payer Contracts. To the knowledge of Sellers, and subject to Section 365 of the
Bankruptcy Code, Schedule 2.18 sets forth a complete list of all written contracts with private
third party payers including insurance companies and HMOs (“Payer Contracts”). Sellers have
provided Purchaser with a true and correct copy of all material Payer Contracts, whether or not
entered into in the ordinary course of business, or otherwise required to be disclosed on Schedule
2.18, in each case together with all amendments thereto.
2.19 Excluded Individuals. Except as set forth on Schedule 2.19, to the knowledge of
Sellers: neither Sellers, the Hospital nor any director, officer or employee of Sellers or the Hospital:
(a) was, is or is proposed to be, suspended, excluded from participation in, or sanctioned under,
any federal or state health care program (including, without limitation, Medicare and Medicaid)
(an “Excluded Individual”); (b) has been convicted of any criminal offense related to the delivery
of any medical or health care services or supplies, or related to the neglect or abuse of patients; (c)
has failed to maintain its current License to provide the services required to be provided by it to or
on behalf of Sellers and the Hospital; or (d) is unable to obtain or maintain liability insurance
consistent with commercially reasonable industry practices.
2.20 Third Party Payor Cost Reports. To Sellers’ knowledge, Sellers have duly filed all
required cost reports for the fiscal years set forth on Schedule 2.20, and copies of all such cost
reports filed by or on behalf of Sellers have been provided to Purchaser. To Sellers’ knowledge,
all such cost reports accurately reflect in all material respects the information required to be
included thereon and such cost reports do not claim, and Sellers have not, to their knowledge
received, reimbursement in any amount in excess of the amounts provided by law or any applicable
agreement. To Sellers’ knowledge, there are no facts or circumstances that would give rise to any
disallowance under such cost reports.
2.21 Recoupment Claims. To Sellers’ knowledge, except as set forth on Schedule 2.21,
and except for routine claim adjustments, denials, adjudications and reconciliations arising in the
ordinary course, there are no outstanding Seton Overpayment (as such term is defined in Exhibit
4.9) claims pending or threatened against Seton. For the avoidance of doubt, responsibility for
Seton Overpayments shall be addressed in accordance with Section 4.9 and Exhibit 4.9 of this
Agreement.
2.22 Bankruptcy Proceedings Compliance. Sellers have duly complied with all
Bankruptcy Court orders, directives, and requirements applicable with respect to giving
appropriate notice, to creditors and parties in interest, of Sellers’ request to authorize entry into
this Agreement and to complete the transactions contemplated hereby, which notices shall be
subject to Purchaser’s prior written approval, which approval shall not be unreasonably withheld.
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ARTICLE 3
REPRESENTATIONS AND WARRANTIES OF PURCHASER
As an inducement to Sellers to enter into this Agreement and to consummate the
transactions contemplated by this Agreement, Purchaser hereby represents, warrants and
covenants to Sellers as to the following matters as of the Signing Date and, except as otherwise
provided herein, shall be deemed to remake all of the following representations, warranties and
covenants as of the Closing Date:
3.1
Authorization. Purchaser has full power and authority to enter into this Agreement
and has full power and authority to perform its obligations hereunder and to carry out the
transactions contemplated hereby. No additional internal consents are required in order for
Purchaser to perform its obligations and agreements hereunder.
3.2
Binding Agreement. This Agreement has been duly and validly executed and
delivered by Purchaser and, assuming due and valid execution by Sellers, subject to entry of the
Sale Order, this Agreement constitutes a valid and binding obligation of Purchaser enforceable in
accordance with its terms subject to: (a) applicable bankruptcy, reorganization, insolvency,
moratorium and other laws affecting creditors’ rights generally from time to time in effect, and (b)
limitations on the enforcement of equitable remedies.
3.3
Organization and Good Standing. Purchaser is a corporation duly organized,
validly existing and in good standing under the laws of the State of California, is or will be duly
authorized to transact business in the State of California, and has full power and authority to own,
operate and lease its properties and to carry on its business as now conducted.
3.4
No Violation. Except as set forth in Schedule 3.4, neither the execution and
delivery by Purchaser of this Agreement nor the consummation of the transactions contemplated
hereby nor compliance with any of the material provisions hereof by Purchaser will: (a) violate,
conflict with or result in a breach of any material provision of the Articles of Incorporation, Bylaws
or other organizational documents of Purchaser or any contract, lease or other instrument by which
Purchaser is bound; (b) require any approval or consent of, or filing with, any governmental agency
or authority, (c) violate any law, rule, regulation, or ordinance to which Purchaser is or may be
subject, (d) violate any judgment, order or decree of any court or other governmental agency or
authority to which Purchaser is subject.
3.5
Brokers and Finders. Neither Purchaser nor any affiliate thereof nor any officer or
director thereof has engaged any finder or broker in connection with the transactions contemplated
hereunder.
3.6
Representations of Sellers. Purchaser acknowledges that it is purchasing the Assets
on an “AS IS, WHERE IS” basis (as more particularly described in Section 1.12), and that
Purchaser is not relying on any covenant, representation or warranty (expressed or implied, oral or
otherwise) made on behalf of any Seller other than as expressly set forth in this Agreement.
Purchaser further acknowledges that no Seller is making any representations or warranties herein
relating to the Assets or the operation of the Hospital on and after the Effective Time.
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3.7
Legal Proceedings. Except as described on Schedule 3.7, there are no claims,
proceedings or investigations pending or, to the best knowledge of Purchaser, threatened relating
to or affecting Purchaser or any affiliate of Purchaser before any court or governmental body
(whether judicial, executive or administrative) in which an adverse determination would materially
adversely affect the properties, business condition (financial or otherwise) of Purchaser or any
affiliate of Purchaser or which would adversely affect Purchaser’s ability to consummate the
transactions contemplated hereby. Neither Purchaser nor any affiliate of Purchaser is subject to
any judgment, order, decree or other governmental restriction specifically (as distinct from
generically) applicable to Purchaser or any affiliate of Purchaser which materially adversely
affects the condition (financial or otherwise), operations or business of Purchaser or any affiliate
of Purchaser or which would adversely affect Purchaser’s ability to consummate the transactions
contemplated hereby.
3.8
No Knowledge of a Seller’s Breach. Neither Purchaser nor any of its affiliates has
knowledge of any breach of any covenant, representation or warranty by any Seller or of any other
condition or circumstance that would give Purchaser a right to terminate this Agreement pursuant
to Section 9.1(c). If information comes to Purchaser’s attention on or before the Closing Date
(whether through a Seller or otherwise and whether before or after the Signing Date) which
indicates that Sellers have breached any of their covenants, representations or warranties under
this Agreement, then the effect shall be as if the covenants, representations and warranties had
been modified in this Agreement in accordance with the actual state of facts existing prior to the
Effective Time such that there will be no breach under Sellers’ covenants, representations and
warranties in relation to such information; provided, however, that Purchaser must immediately
notify Sellers if any such breach comes to its attention on or before the Closing Date, and
Purchaser’s failure to so notify Sellers shall constitute a waiver by Purchaser of Sellers’ breach, if
any, of any covenant, representation or warranty. If any such information comes to Purchaser’s
attention on or before the Closing Date (whether through a Seller or otherwise, including through
updated schedules, and whether before or after the Signing Date) that would give Purchaser a right
to terminate this Agreement pursuant to Section 9.1(c), Purchaser must immediately notify Sellers
if any such information comes to its attention on or before the Closing Date, and Purchaser’s failure
to so notify Sellers shall constitute a waiver of such right in relation to the relevant breach.
3.9
Ability to Perform. Purchaser will have at the Closing immediately available funds
in cash, which are sufficient to pay the Purchase Price and to pay any other amounts payable
pursuant to this Agreement and to consummate the transactions contemplated by this Agreement.
In furtherance of the foregoing, Purchaser has provided Seller with evidence of such available
funds in deposit accounts with recognized banking institutions and shall maintain such deposit
accounts with a balance of not less than Forty Million Dollars ($40,000,000) at all times until the
Closing.
3.10 Purchaser Knowledge. References in this Agreement to “Purchaser’s knowledge”
or “the knowledge of Purchaser” means the actual knowledge of the Chief Executive Officer, Chief
Financial Officer or Chief Operating Officer of Purchaser, without independent research. No
constructive or imputed knowledge shall be attributed to any such individual by virtue of any
position held, relationship to any other person or for any other reason.
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3.11 Investigation. Purchaser has been afforded reasonable access to, and has been
provided adequate time to review, the books, records, information, operations, facilities and
personnel of each Seller and the Hospital for purposes of conducting a due diligence investigation
of each Seller and the Hospital. Purchaser has conducted a reasonable due diligence investigation
of each Seller and the Hospital and has received satisfactory answers to all inquiries it has made
respecting each Seller and the Hospital and has received all information it considers necessary to
make an informed business evaluation of each Seller and the Hospital. In connection with its due
diligence investigation of each Seller and the Hospital, Purchaser has not relied upon any books,
records, information, operations, facilities and personnel provided by any Seller, including in
making its determination to enter into this Agreement and/or consummate the transactions
contemplated hereby. Purchaser has completed all of its due diligence of Sellers and the Hospital
and this Agreement is not subject to any further due diligence of Sellers and the Hospital by
Purchaser.
ARTICLE 4
COVENANTS OF SELLERS
4.1

Access and Information; Inspections.

4.1.1 From the Signing Date through the Effective Time: (a) each Seller shall
afford to the officers and agents of Purchaser (which shall include accountants, attorneys, bankers
and other consultants and authorized agents of Purchaser) reasonable access during normal
business hours at Sellers’ corporate headquarters in Los Angeles, California to, and the right to
inspect, the books, accounts, records and all other relevant documents and information with respect
to the assets, liabilities and business of the Hospital and the plant and property of the Hospital at
the Hospital, and (b) each Seller shall furnish Purchaser with such additional financial and
operating data and other information in such Seller’s possession as to businesses and properties of
the Hospital as Purchaser or its representatives may from time to time reasonably request;
provided, however, that Sellers are not obligated to disclose information which is proprietary to
Sellers and would not be essential to the ongoing operation of the Hospital by Purchaser; provided,
further, that all disclosures of information shall be consistent with the confidentiality agreements
and any other non-disclosure agreements entered into (or to be entered into) among Purchaser, its
representatives and Seller(s). Purchaser’s right of access and inspection shall be exercised in such
a manner as not to interfere unreasonably with the operations of any Seller or the Hospital.
4.1.2 Notwithstanding anything contained herein, no Seller shall be required to
provide Purchaser or its representatives or agents access to or disclose information where such
access or disclosure would violate the rights of its patients, jeopardize the attorney-client or similar
privilege with respect to such information or contravene any law, judgment, fiduciary duty or
contract entered into prior to or on the date of this Agreement with respect to such information.
4.2

Cooperation.

4.2.1 Each Seller shall reasonably cooperate with Purchaser and its authorized
representatives and attorneys: (a) in Purchaser’s efforts to obtain all consents, approvals,
authorizations, clearances and licenses required to carry out the transactions contemplated by this
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Agreement (including, without limitation, those of governmental and regulatory authorities) or
which Purchaser reasonably deems necessary or appropriate, (b) in the preparation of any
document or other material which may be required by any governmental agency as a predicate to
or result of the transactions contemplated in this Agreement, and (c) in Purchaser’s efforts to
effectuate the assignment of Assigned Contracts to Purchaser as of the Closing Date. Except as
may be otherwise requested by a Seller in order to comply with applicable law or regulatory
guidance, notwithstanding anything contained herein, other than Bankruptcy Court orders and
authorizations, it shall be Purchaser’s sole responsibility (including payment of any fees, expenses,
filings costs or other amounts) to obtain the Contract and Lease Consents, as well as all
governmental consents, approvals, assignments, authorizations, clearances and licenses required
to: (x) carry out the transactions contemplated by this Agreement, including but not limited to
medical licenses, and/or (y) transfer any of the Assets, including any Licenses. To the extent
Purchaser needs certain information and data which is in the possession of a Seller in order for
Purchaser to complete Purchaser’s license and permit approval applications, Purchaser shall
receive, upon request, reasonable assistance from such Seller in connection with the provision of
such information.
4.2.2 Notwithstanding any provision to the contrary contained in this Agreement
(including Section 8.6), no Seller shall be obligated to obtain the approval or consent to the
assignment, to Purchaser, of any Assigned Contracts or Assigned Leases, from any party to any of
the Assigned Contracts or Assigned Leases even if any such contract or lease states that it is not
assignable without such party’s consent.
4.2.3 From the Signing Date until the Closing, the parties agree that Sellers may
update the Disclosure Schedule as necessary upon written notice to, and with the prior written
consent of (which consent shall not be unreasonably withheld), Purchaser, and the applicable
representation and warranty shall thereafter be deemed amended for all purposes by such updated
Disclosure Schedule. Notwithstanding the foregoing, should any exhibit or schedule not be
completed and attached hereto as of the Signing Date, Sellers and Purchaser shall promptly
negotiate in good faith any such exhibit or schedule, which exhibit or schedule must be acceptable
to each of Sellers and Purchaser in their reasonable discretion prior to being attached hereto.
4.3
Other Bidders. Purchaser expressly acknowledges and agrees that each Seller has
an obligation to seek out and determine the best and highest offer reasonably available for such
Seller’s assets in accordance with the Bankruptcy Code, and nothing herein shall amend, modify,
alter, diminish or affect such obligation.
4.4
Sellers’ Efforts to Close. Each Seller shall use its reasonable commercial efforts to
satisfy all of the conditions precedent set forth in ARTICLE 7 and ARTICLE 8 to its or Purchaser’s
obligations under this Agreement to the extent that such Seller’s action or inaction can control or
materially influence the satisfaction of such conditions; provided, however, that such Seller shall
not be required to pay or commit to pay any amount to (or incur any obligation in favor of) any
person (other than filing or application fees).
4.5
Termination Cost Reports. Hospital Seller shall file all Medicare, Medi-Cal and
any other termination cost reports required to be filed as a result of the consummation of: (a) the
transfer of the Assets of Hospital Seller to Purchaser, and (b) the transactions contemplated by this
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Agreement with respect to Hospital Seller, provided that Purchaser shall fund reasonable costs and
expenses of preparation, filing and audit of such reports. Purchaser shall permit each Seller access
to all Hospital books and records to prepare such reports and shall assist such Seller in the process
of preparing, filing, and reviewing the termination cost reports. All such termination cost reports
shall be filed by Hospital Seller in a manner that is consistent with current laws, rules and
regulations. Hospital Seller shall be responsible for filing governmental cost reports for the period
of January 1, 2020 through the Licensure Date. Purchaser shall be responsible for its own cost
report filings relating to the Hospital beginning on the day immediately following the Licensure
Date.
4.6
Conduct of the Business. From the Signing Date until the Closing, or the earlier
termination of this Agreement, without the prior written consent of Purchaser, Sellers shall, with
respect to the ownership of the Assets and the operation of the Hospital, use commercially
reasonable efforts to (except as otherwise noted):
without regard to any Material Adverse Effect, carry on Sellers’ ownership
(a)
of the Assets and the operation of the Hospital consistent with past practice, but subject to the
Bankruptcy Cases and Sellers’ obligations and actions in connection therewith;

(b)
without regard to any Material Adverse Effect, maintain in effect the
insurance and equipment replacement coverage with respect to the Assets;
without regard to any Material Adverse Effect, if and as permitted by the
(c)
Bankruptcy Court, pay any bonuses payable under the Key Employee Retention Plan and Key
Employee Incentive Plan of Sellers;

(d)
without regard to any Material Adverse Effect, maintain the Assets in
materially the same condition as at present, ordinary wear and tear excepted;
(e)
without regard to any Material Adverse Effect, perform its obligations
under all contracts with respect to the Assets in compliance with the Bankruptcy Code;
(f)
following entry of the Sale Order, permit and allow reasonable access by
Purchaser and its representatives (which shall include the right to send written materials, all of
which shall be subject to Sellers’ reasonable approval prior to delivery) to make offers of postClosing employment to any of Sellers’ personnel (including access by Purchaser and its
representatives for the purpose of conducting open enrollment sessions for Purchaser’s employee
benefit plans and programs) and to establish relationships with physicians, medical staff and others
having business relations with Sellers;
(g)
with respect to material deficiencies, if any, cited by any governmental
authority (other than the Attorney General of the State of California and other than with respect to
seismic requirements) or accreditation body in the most recent surveys conducted by each, cure or
develop and timely implement a plan of correction (without regard to Material Adverse Effect)
that is reasonably acceptable to such governmental authority or such accreditation body;
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(h)
timely file or cause to be filed all material reports, notices and tax returns
required to be filed and pay all required taxes as they come due, unless such failure would not have
a Material Adverse Effect;
in accordance with the Sellers’ budget under their debtor in possession
(i)
financing, timely pay any fees that are or become due and payable under QAF IV, QAF V, and
QAF VI;
without regard to any Material Adverse Effect, comply in all material
(j)
respects with all Legal Requirements (including Environmental Laws) applicable to the conduct
and operation of the Hospital; and

(k)
without regard to any Material Adverse Effect, maintain all material
approvals, permits and environmental permits relating to the Hospital and the Assets.
4.7
Contract With Unions. Representatives of Sellers who are parties to collective
bargaining agreements and Purchaser shall meet and confer from time to time as reasonably
requested by either party to discuss strategic business options and alternative approaches in
negotiating each collective bargaining agreement. The applicable Sellers and Purchaser shall each
participate in all union negotiations related to any specific collective bargaining agreement.
Promptly following the Signing Date, applicable Sellers shall use commercially reasonable efforts
to initiate discussions with Purchaser and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. The applicable Sellers will
not unreasonably withhold, condition or delay approval or implementation of any successfully
renegotiated collective bargaining agreement. The parties recognize that an applicable Seller’s
failure to secure a modification to any collective bargaining agreement, or to conclude a successor
collective bargaining agreement shall not be a breach of Sellers’ obligation under this Agreement,
provided that if the unions refuse to negotiate, or otherwise are not timely, reasonable or realistic
in renegotiating, the collective bargaining agreements during the period between the Signing Date
and the Closing Date, Sellers and Purchaser will jointly consider, and negotiate mutually in good
faith, alternative approaches that may be available and/or necessary to reduce Sellers’ labor cost
structure, including, but not limited to, seeking to reject the collective bargaining agreement(s).
4.8
Indemnity Escrow Agreement. Purchaser and Sellers will enter into a mutually
acceptable form of indemnity escrow agreement (the “Indemnity Escrow Agreement”) providing
for an indemnity escrow fund in an amount equal to ten percent (10%) of the Cash Consideration
(the “Indemnity Escrow Fund”) pursuant to which Sellers shall indemnify, defend and hold
harmless Purchaser from and against any losses incurred or suffered by Purchaser, directly or
indirectly, as a result of or arising from: (a) any breach of any Sale Order Date Representation;
(b) nonfulfillment of any covenant, agreement or other obligation of Sellers set forth in this
Agreement or in any other related agreement or instrument; or (c) the Excluded Liabilities. Such
Indemnity Escrow Agreement shall have a term of twelve (12) months following the Closing Date
(the “Escrow Period”), with the remaining balance of escrow funds to be released to Sellers at the
end of such Escrow Period, subject to retention of funds for any pending indemnity claims.
4.9
Transferred Private Payor Agreements. As more particularly set forth in Exhibit
4.9, the parties intend that all rights and obligations under the Transferred Private Payor
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Agreements for dates of service prior to the Closing Date shall be Sellers’ responsibility and all
rights and obligations under the Transferred Private Payor Agreements for dates of service after
the Closing Date shall be Purchaser’s responsibility.
4.10 Insurance Coverage. Sellers, at their sole cost and expense, shall renew for the
policy period 3/31/20-3/31/21 and maintain professional and general liability insurance coverage
for the Seller Hospital through Verity’s captive insurance company on the same terms as provided
in Policy No. DOC PLGL-26000-019 in effect for the period 3/31/19-3/31/20, which terms include
an automatic Extended Reporting Period of thirty (30) days, and Sellers, at their sole cost and
expense, shall, together with and for the same periods as the foregoing insurance coverage,
maintain excess and umbrella coverage for professional and general liability coverage in an
amount of at least $15 million per claim and annual aggregate limits.
ARTICLE 5
COVENANTS OF PURCHASER
5.1
Purchaser’s Efforts to Close. Purchaser shall use its reasonable commercial efforts
to satisfy all of the conditions precedent set forth in ARTICLE 7 and ARTICLE 8 to its or Sellers’
obligations under this Agreement to the extent that Purchaser’s action or inaction can control or
materially influence the satisfaction of such conditions. Prior to consummation of the transactions
contemplated hereby or the termination or expiration of this Agreement, Purchaser shall be
permitted to communicate and meet with: (a) counter-parties to the agreements and contracts of
the Hospital, including those included in Transferred Obligations, regarding the terms and
conditions under which they may be assumed and assigned to Purchaser, and (b) applicable
governmental and regulatory authorities regarding prospective compliance with regulatory
requirements and related issues; so long as, in the case of each of (a) and (b): (i) such
communications and meetings do not interfere with the operation of the Business or the conduct
of the Bankruptcy Cases, and (ii) any communications or meetings with any governmental
authority are approved in advance by Sellers as to timing and content (and Sellers are copied on
such communications and afforded the opportunity to participate in such meetings).
5.2
Required Governmental Approvals. Purchaser, at its sole cost and expense: (a)
shall use its best efforts to secure, as promptly as practicable before the Closing Date, all consents,
approvals (or exemptions therefrom), authorizations, clearances and licenses required to be
obtained from governmental and regulatory authorities in order to carry out the transactions
contemplated by this Agreement and to cause all of its covenants and agreements to be performed,
satisfied and fulfilled (and provide Sellers copies of all materials relating to such consents,
approvals, authorizations, clearances and licenses upon submission and all materials received from
third parties in connection with such consents, approvals, authorizations, clearances and licenses
upon receipt), and (b) will provide such other information and communications to governmental
and regulatory authorities as any Seller or such authorities may reasonably request. Purchaser will
provide Sellers periodic and timely updates regarding all such consents, approvals, authorizations,
clearances and licenses. Purchaser is responsible for all filings with and requests to governmental
authorities necessary to enable Purchaser to operate the Hospital at and after the Closing Date,
subject to the IMA. Purchaser shall, promptly, but no later than thirty (30) business days after the
entry of the Sale Order or sooner if required by applicable governmental or regulatory authorities,
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file all applications, licensing packages and other similar documents with all applicable
governmental and regulatory authorities which are a prerequisite to obtaining the material licenses,
permits, authorizations and provider numbers necessary for operation of the Hospital. Purchaser
shall be entitled, but not obligated, to obtain the Contract and Lease Consents. Purchaser shall be
entitled, but not obligated, to solicit and obtain estoppel certificates from any third party to any
Leased Real Property. Purchaser’s failure to obtaining any or all of the Contract and Lease
Consents or estoppel certificates as of the Closing Date shall not be a condition precedent to either
party’s obligation to close the transactions contemplated by this Agreement. Notwithstanding the
foregoing, for the avoidance of doubt, it is acknowledged that the California Attorney General (the
“CA AG”) approval process of the proposed transaction in accordance with Section 5914 of the
California Corporations Code shall be governed exclusively by Section 5.6 and Section 8.5 of this
Agreement.
5.3

Certain Employee Matters.

(a)
Purchaser agrees to make offers of employment, effective as of the
Effective Time, to substantially all persons (whether such persons are full time employees, parttime employees, on short-term or long-term disability or on leave of absence, military leave or
workers compensation leave); provided, that such employees satisfy Purchaser’s screening and
required employment background checks and meet the customary and reasonable conditions and
qualifications for their respective positions (the “Hospital Employees”) who, immediately prior
to the Effective Time are: (i) employees of Hospital Seller; (ii) employees of any affiliate of any
Seller which employs individuals at the Hospital and are listed on Schedule 5.3; or (iii) employed
by an affiliate of any Seller and are listed on Schedule 5.3. For the avoidance of doubt, the
Hospital Employees shall not include any employees of Verity or any other affiliate of Seller
unless such individual is listed on Schedule 5.3. Any of the Hospital Employees who accept an
offer of employment with Purchaser as of or after the Effective Time shall be referred to in this
Agreement as the “Hired Employees.” All employees who are Hired Employees shall cease to
be employees of the applicable Seller or its affiliates as of the Effective Time.
(b)
Purchaser shall give all Hired Employees full credit for paid time off
(“PTO”) accruing but unused under applicable Seller’s PTO policy as of the Closing Date, with
the amount of such PTO to be credited against the Purchase Price at the Closing;
(c)
After the Closing Date, Purchaser’s human resources department will give
reasonable assistance to Hospital Seller and its affiliates with respect to such Seller’s and such
Seller’s affiliates’ post-Closing administration of such Seller’s and such Seller’s affiliates’ preClosing employee benefit plans for the Hospital Employees. Within five (5) business days after
the Closing Date, Purchaser shall provide to Hospital Seller a list of all the Hospital Employees
who were offered employment by Purchaser but refused such employment along with a list of
all Hired Employees (which such list Purchaser shall periodically update).
(d)
With respect to any collective bargaining agreements or labor contract
with respect to any employees, Purchaser shall comply with the applicable laws and bankruptcy
court orders relating to collective bargaining agreements or labor contracts. Nothing herein shall
obligate Purchaser to accept Hospital Seller’s collective bargaining agreements or labor
contracts.
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(e)
The provisions of this Section 5.3 are solely for the benefit of the parties
to this Agreement, and no employee or former employee or any other individual associated
therewith or any employee benefit plan or trustee thereof shall be regarded for any purpose as a
third party beneficiary of this Agreement, and nothing herein shall be construed as an amendment
to any employee benefit plan for any purpose.
5.4
Excluded Assets. As soon as practicable after the Closing Date, Purchaser shall
deliver to each Seller or such Seller’s designee any Excluded Assets of such Seller found at the
Hospital on and after the Effective Time, without imposing any charge on any Seller for
Purchaser’s storage or holding of same on and after the Effective Time.
5.5
Waiver of Bulk Sales Law Compliance. Purchaser hereby waives compliance by
Sellers with the requirements, if any, of Article 6 of the Uniform Commercial Code as in force in
any state in which the Assets are located and all other laws applicable to bulk sales and transfers.
5.6
Attorney General. Promptly after entry of the Sale Order, but in any event within
two (2) business days thereafter, Purchaser and Sellers shall notify the CA AG of the proposed
transaction in accordance with Section 5914 of the California Corporations Code. Purchaser and
Sellers shall use commercially reasonable efforts to file any other such filings and notices as soon
as reasonably practicable, shall provide such other information as the CA AG shall request, and
shall generally use their commercially reasonable efforts to obtain the CA AG’s approval of the
transaction. Purchaser shall provide such information and communications to the CA AG as
Sellers may reasonably request and shall otherwise cooperate with Sellers in obtaining the
Attorney General’s approval of the transaction.
5.7
Conduct Pending Closing. Prior to consummation of the transactions contemplated
hereby or the termination or expiration of this Agreement pursuant to its terms, unless Sellers shall
otherwise consent in writing, Purchaser shall not take any action or fail or omit to take any action
which would cause any of Purchaser’s representations and warranties set forth in ARTICLE 3 to
be inaccurate or untrue as of the Closing.
5.8
Cure Costs. On or about the Closing Date, Sellers (from the proceeds of the
Purchase Price) shall pay an amount equal to the Cure Costs to each counterparty to an Assigned
Contract and Assigned Lease so that each such Assigned Contract and Assigned Lease may be
assumed by the applicable Seller and assigned to Purchaser in accordance with the provisions of
section 365 of the Bankruptcy Code. For purposes of this Agreement, “Cure Costs”, means all
amounts that must be paid and all obligations that otherwise must be satisfied, including pursuant
to sections 365(b)(1)(A) and (B) of the Bankruptcy Code in connection with the assumption and/or
assignment of the Assigned Contracts and Assigned Leases to Purchaser as provided herein.
5.9
Operating Covenant. Purchaser shall act in good faith and use Purchaser’s
commercially reasonable efforts to serve the medical needs of the Hospital’s service area.
5.10 Contract with Unions. Representatives of Sellers who are parties to collective
bargaining agreements and Purchaser shall meet and confer from time to time as reasonably
requested by either party to discuss strategic business options and alternative approaches in
negotiating each collective bargaining agreement. The applicable Sellers and Purchaser shall each
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participate in all union negotiations related to any specific collective bargaining agreement.
Promptly following the Signing Date, applicable Sellers shall use commercially reasonable efforts
to initiate discussions with Purchaser and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. The applicable Sellers will
not unreasonably withhold, condition or delay approval or implementation of any successfully
renegotiated collective bargaining agreement to be assigned to Purchaser. The parties recognize
that an applicable Seller’s failure to secure a modification to any collective bargaining agreement,
or to conclude a successor collective bargaining agreement shall not be a breach of Sellers’
obligation under this Agreement. In addition, Sellers may, in their discretion, seek to reject any
or all of the collective bargaining agreement(s).
5.11 Cooperation. From the Signing Date until the Closing, the parties agree that Sellers
may update the Disclosure Schedule as necessary upon written notice to, and with the prior written
consent of (which consent shall not be unreasonably withheld), Purchaser, and the applicable
representation and warranty shall thereafter be deemed amended for all purposes by such updated
Disclosure Schedule. Notwithstanding the foregoing, should any exhibit or schedule not be
completed and attached hereto as of the Signing Date, Sellers and Purchaser shall promptly
negotiate in good faith any such exhibit or schedule, which exhibit or schedule must be acceptable
to each of Sellers and Purchaser in their reasonable discretion prior to being attached hereto.
ARTICLE 6
SELLERS’ BANKRUPTCY AND BANKRUPTCY COURT APPROVAL
6.1

Bankruptcy Court Approval.

(a)
Sellers and Purchaser acknowledge that this Agreement and the sale of
the Assets and the assumption and assignment of the Assigned Contracts and Assigned Leases
are subject to Bankruptcy Court approval pursuant to sections 105(a), 363(b), 363(m), 363(f),
and 365 of the Bankruptcy Code, and that this Agreement is subject to termination in its entirety
in the event the Bankruptcy Court approves a better and higher offer for the Assets in accordance
with the Bankruptcy Code and subject to the terms stated herein.
(b)
Each Seller shall at the Sale Hearing exercise reasonable efforts to obtain
a “Sale Order”, in a form acceptable to Purchaser in its reasonable discretion, approving this
Agreement, subject to such Seller’s obligations in respect of any better and higher offer for such
Seller’s assets in accordance with the Bankruptcy Code. For purposes of this Agreement, the
term “Sale Order” shall mean an order of the Bankruptcy Court authorizing the sale of the
Assets (including the assumption and assignment of the Assigned Contracts and Assigned
Leases) to Purchaser consistent with this Agreement and in a form satisfactory to Purchaser in
its reasonable discretion pursuant to sections 105(a), 363(b), 363(m), 363(f), and 365 of the
Bankruptcy Code, which is not stayed.
(c)
Each Seller must obtain Bankruptcy Court approval of the sale
contemplated herein with a determination that Purchaser is a good faith purchaser pursuant to
section 363(m) of the Bankruptcy Code and to file such declarations and other evidence as may
be required to support a finding of good faith.
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(d)
Each Seller shall seek an order from the Bankruptcy Court retaining
jurisdiction over all matters relating to claims against such Seller as debtor and the Sale Order
solely in the Bankruptcy Court.
6.2
Appeal of Sale Order. In the event an appeal is taken or a stay pending appeal is
requested from any sale order issued by the Bankruptcy Court, Sellers shall immediately notify
Purchaser of such appeal or stay request and shall provide to Purchaser promptly a copy of the
related notice of appeal or order of stay. Sellers shall also provide Purchaser with written notice
of any motion or application filed in connection with any appeal from either of such orders. In the
event of an appeal of a sale order, Sellers shall be primarily responsible for drafting pleadings and
attending hearings as necessary to defend against the appeal; provided, however, Purchaser, at its
option, shall have the right to participate as a party in interest in such appeal. In the event a stay is
issued by any appellate court, including the United States District Court, Bankruptcy Appellate
Panel, and Circuit Court of Appeal, which prevents the sale from closing, as scheduled, Purchaser
shall have the right to terminate this Agreement if such stay is not vacated on or before 45 days
from the date the stay is issued, and Purchaser shall be entitled to the prompt return of the Deposit
and any interest earned thereon. Notwithstanding the foregoing, for the avoidance of doubt, it is
acknowledged that the provisions of Section 8.5 shall govern with respect to any Bankruptcy Court
order relating to the CA AG approval process.
ARTICLE 7
CONDITIONS PRECEDENT TO OBLIGATIONS OF SELLERS
Sellers’ obligation to sell the Assets and to close the transactions as contemplated by this
Agreement shall be subject to the satisfaction of each of the following conditions on or prior to the
Closing Date unless specifically waived in writing by Sellers in whole or in part at or prior to the
Closing:
7.1
Signing and Delivery of Instruments. Purchaser shall have executed and delivered
all documents, instruments and certificates required to be executed and delivered pursuant to the
provisions of this Agreement.
7.2
No Restraints. No temporary restraining order, preliminary or permanent
injunction or other order preventing the consummation of the transactions contemplated in this
Agreement shall have been issued by any court of competent jurisdiction or any other
governmental body and shall remain in effect on the Closing Date, and further, no governmental
entity shall have commenced any action or suit before any court of competent jurisdiction or other
governmental authority that seeks to restrain or prohibit the consummation of the transactions
contemplated hereby.
7.3
Performance of Covenants. Purchaser shall have in all respects performed or
complied with each and all of the obligations, covenants, agreements and conditions required to
be performed or complied with by it on or prior to the Closing Date.
7.4
Governmental Authorizations. Purchaser shall have obtained all material licenses,
permits and authorizations from governmental agencies or governmental bodies that are necessary
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or required for completion of the transactions contemplated by this Agreement, including
reasonable assurances that any material licenses, permits and authorizations not actually issued as
of the Closing will be issued following Closing (which may include oral assurances from
appropriate governmental agencies or bodies).
7.5
Attorney General Provisions. The conditions to Purchaser’s obligations to close
set forth in Section 8.5 shall have been satisfied.
7.6

Bankruptcy Court Approval. The Bankruptcy Court shall have entered the Sale

Order.
ARTICLE 8
CONDITIONS PRECEDENT TO OBLIGATIONS OF PURCHASER
Purchaser’s obligation to purchase the Assets and to close the transactions contemplated
by this Agreement shall be subject to the satisfaction of each of the following conditions on or
prior to the Closing Date unless specifically waived in writing by Purchaser in whole or in part at
or prior to the Closing.
8.1
Bankruptcy Court Approval. The Bankruptcy Court shall have entered the Sale
Order and made a finding that Purchaser is a “good faith” purchaser under section 363(m) of the
Bankruptcy Code. For the avoidance of doubt, it is acknowledged that Section 8.5 shall govern
with respect to any Bankruptcy Court order relating to the CA AG approval process.
8.2
Signing and Delivery of Instruments. Sellers shall have executed and delivered all
documents, instruments and certificates required to be executed and delivered pursuant to all of
the provisions of this Agreement.
8.3
Performance of Covenants. Sellers shall have in all material respects performed or
complied with each and all of the obligations, covenants, agreements and conditions required to
be performed or complied with by Sellers on or prior to the Closing Date, except where the failure
to so perform or comply would not have a Material Adverse Effect; provided, however, this
condition will be deemed to be satisfied unless Sellers were given written notice of such failure to
perform or comply and did not or could not cure such failure to perform or comply within fifteen
(15) business days after receipt of such notice.
8.4
No Restraints. No temporary restraining order, preliminary or permanent
injunction or other order preventing the consummation of the transactions contemplated in this
Agreement shall have been issued by any court of competent jurisdiction and shall remain in effect
on the Closing Date, and further, no governmental entity shall have commenced any action or suit
before any court of competent jurisdiction or other governmental authority that seeks to restrain or
prohibit the consummation of the transactions contemplated hereby. For the avoidance of doubt,
it is acknowledged that Section 8.5 shall govern with respect to any Bankruptcy Court order
relating to the CA AG approval process.
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8.5
Attorney General Provisions.
Purchaser recognizes that the transactions
contemplated by this Agreement may be subject to review and approval of the CA AG. Purchaser
agrees to close the transactions contemplated by this Agreement so long as any conditions imposed
by the CA AG are substantially consistent with the conditions set forth in Schedule 8.5. In the
event the CA AG imposes conditions on the transactions contemplated by this Agreement which
are not as set forth on Schedule 8.5 (the “Additional Conditions”), Sellers must file a motion
with the Bankruptcy Court seeking the entry of an order finding that the Additional Conditions are
an “interest in property” for purposes of 11 U.S.C. § 363(f), and that the Assets can be sold free
and clear of the Additional Conditions. If Sellers do not obtain such an order, from the Bankruptcy
Court or another court, within thirty (30) days of the CA AG’s imposition of conditions
inconsistent with the conditions set forth in Schedule 8.5, Purchaser shall have the right, in
Purchaser’s sole and absolute discretion, to terminate this Agreement and receive the return of its
Deposit. If Sellers obtain such an order, from the Bankruptcy Court or another court, within the
aforesaid thirty (30) period, then, so long as such order is not stayed, the condition precedent of
obtaining the CA AG’s approval shall be deemed satisfied.
8.6
Medicare and Medi-Cal Provider Agreements. Hospital Seller shall enter into a
settlement agreement with the Centers for Medicare and Medicaid Services (“CMS”) which has
the effect of allowing Hospital Seller to transfer its Medicare provider agreements in accordance
with the IMA and Leaseback Agreement and shall enter into a settlement agreement with the
California Department of Health Care Services (“DHCS”) which has the effect of allowing
Hospital Seller to transfer its Medi-Cal provider agreements in accordance with the IMA and
Leaseback Agreement, which such settlement agreements shall result in: (i) resolution of all
outstanding financial defaults under Hospital Seller’s Medicare and Medi-Cal provider
agreements, and (ii) full satisfaction, discharge, and release of any claims under the Medicare or
Medi-Cal provider agreements, whether known or unknown, that CMS or DHCS, as applicable,
has against Hospital Seller or Purchaser for monetary liability arising under the Medicare or MediCal provider agreements before the Effective Time; provided, however, that Purchaser
acknowledges that it will succeed to the quality history associated with the relevant Medicare or
Medi-Cal provider agreements assigned and shall be treated, for purposed of survey and
certification issues as if it is Hospital Seller and no change of ownership occurred.
8.7
Title Policies. Purchaser shall have received commitments for issuance as of the
Closing Date one or more ALTA title insurance policies for the Owned Real Property which are
substantially similar to those commitments referenced in Schedule 8.7, with such modifications
as are specifically referenced in Schedule 8.7.
8.8
Phase I Environmental Survey. Purchaser shall have received a Phase I
environmental survey covering the Owned Real Property which is substantially similar to the
Phase I environmental survey referenced in Schedule 8.8, and if recommended in such Phase I, a
Phase II environmental survey as so recommended.
8.9
Insurance. Sellers shall have obtained the insurance coverage to be maintained by
Sellers as provided for in Section 4.10.
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ARTICLE 9
TERMINATION
9.1

Termination. This Agreement may be terminated at any time prior to Closing:
(a)

by the mutual written consent of the parties;

(b)
by Sellers if a material breach of this Agreement has been committed by
Purchaser and such breach has not been: (i) waived in writing by Sellers, or (ii) cured by
Purchaser to the reasonable satisfaction of Sellers within fifteen (15) business days after service
by Sellers upon Purchaser of a written notice which describes the nature of such breach;
(c)
by Purchaser if a material breach of this Agreement has been committed
by Sellers and such breach has not been: (i) waived in writing by Purchaser, or (ii) cured by
Sellers to the reasonable satisfaction of Purchaser within fifteen (15) business days after service
by Purchaser upon Sellers of a written notice which describes the nature of such breach;
(d)
by Purchaser if satisfaction of any of the conditions in ARTICLE 8 has
not occurred by September 1, 2020, or becomes impossible, and Purchaser has not waived such
condition in writing (provided that the failure to satisfy any of the applicable condition or
conditions in Sections 8.1 through 8.4 inclusive has occurred by reason other than: (i) through
the failure of Purchaser to comply with its obligations under this Agreement, or (ii) Sellers’
failure to provide their closing deliveries on the Closing Date as a result of Purchaser not being
ready, willing and able to close the transaction on the Closing Date).
(e)
by Sellers if satisfaction of any of the conditions in ARTICLE 7 has not
occurred by September 1, 2020, or becomes impossible, and Sellers have not waived such
condition in writing (provided that the failure to satisfy the applicable condition or conditions
has occurred by reason other than: (i) through the failure of Sellers to comply with their
obligations under this Agreement, or (ii) Purchaser’s failure to provide its closing deliveries on
the Closing Date as a result of Sellers not being ready, willing and able to close the transaction
on the Closing Date);
(f)
by either Purchaser or Sellers if the Bankruptcy Court enters an order
dismissing the Bankruptcy Cases or fails to issue a Sales Order (as defined in Section 6.1(b))
approving this Agreement on or before August 1, 2020;
(g)
by either Purchaser or Sellers if the Closing has not occurred (other than
through the failure of any party seeking to terminate this Agreement to comply fully with its
obligations under this Agreement) on or before September 1, 2020; or
(h)
by Purchaser if a force majeure event (such as acts of God, storms, floods,
landslides, earthquakes, lightning, riots, fires, pandemics (excluding any arising from the SARSCoV-2 virus or mutations therefrom or in connection with the disease COVID-19), sabotage,
civil commotion or civil unrest, interference by civil or military authorities, acts of war (declared
or undeclared) or armed hostilities, other national or international calamity, one or more acts of
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terrorism, or failure of energy sources) shall have occurred between the Signing Date and
Closing Date, which event is reasonably likely to result in a Material Adverse Effect.
9.2
Termination Consequences. If this Agreement is terminated pursuant to
Sections 6.2 or 9.1: (a) all further obligations of the parties under this Agreement shall terminate,
provided that the provisions of ARTICLE 12, shall survive; and (b) each party shall pay only its
own costs and expenses incurred by it in connection with this Agreement; provided, in the case of
any termination based on Sections 9.1(b) or (c) the consequences of such termination shall be
determined in accordance with ARTICLE 11 hereof. In addition, if this Agreement is terminated
pursuant to Sections 6.2 or 9.1 (other than Section 9.1(b)), Seller shall immediately return the
Deposit to Purchaser with all interest earned thereon. Each party acknowledges that the
agreements contained in this Section 9.2 are an integral part of the transactions contemplated by
this Agreement, that without these agreements such party would not have entered into this
Agreement.
ARTICLE 10
POST-CLOSING MATTERS
10.1

Excluded Assets.

Subject to Section 10.2 hereof, any Excluded Asset (or proceeds thereof): (a)
pursuant to the terms of this Agreement, (b) as otherwise determined by the parties’ mutual written
agreement, or (c) absent such agreement, as determined by adjudication by the Bankruptcy Court,
which comes into the possession, custody or control of Purchaser (or its respective successors-ininterest, assigns or affiliates) shall, within five (5) business days following receipt, and at no cost
to Sellers, be transferred, assigned or conveyed by Purchaser (and its respective successors-ininterest, assigns and affiliates) to the applicable Seller. Purchaser (and its respective successorsin-interest, assigns and affiliates) shall have neither the right to offset amounts payable to any
Seller under this Section 10.1 against, nor the right to contest its obligation to transfer, assign and
convey to any Seller because of, outstanding claims, liabilities or obligations asserted by Purchaser
against any Seller. If Purchaser does not remit any monies included in the Excluded Assets (or
proceeds thereof) to the applicable Seller in accordance with the first sentence of this Section 10.1,
such withheld funds shall bear interest at the Prime Rate in effect on the calendar day upon which
such payment was required to be made to Seller (the “Excluded Asset Due Date”) plus five
percent (5%) (or the maximum rate allowed by law, whichever is less), such interest accruing on
each calendar day after the Excluded Asset Due Date until payment of the Excluded Assets and all
interest thereon is made to the applicable Seller.
10.2

Preservation and Access to Records After the Closing.

(a)
From the Licensure Date until seven (7) years after the Licensure Date or
such longer period as required by law (the “Document Retention Period”), Purchaser shall keep
and preserve all medical records (including, without limitation, electronic medical records),
patient records, medical staff records and other books and records which are among the Assets
as of the Effective Time, but excluding any records which are among the Excluded Assets.
Purchaser will afford to the representatives of Sellers, any of their affiliates, the Official
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Committee of the Unsecured Creditors of the Sellers, Sellers’ estate representative or any
liquidating trustee of the Sellers’ bankruptcy estate (“Seller Parties”), including their counsel
and accountants, full and complete access to, and copies (including, without limitation, color
laser copies) of, such records with respect to time periods prior to the Licensure Date (including,
without limitation, access to records of patients treated at the Hospital prior to the Licensure
Date) during normal business hours after the Licensure Date, to the extent reasonably needed by
any Seller Party for any lawful purpose. Purchaser acknowledges that, as a result of entering
into this Agreement and operating the Hospital, it will gain access to patient records and other
information which are subject to rules and regulations concerning confidentiality. Purchaser
shall abide by any such rules and regulations relating to the confidential information it acquires.
Purchaser shall maintain the patient and medical staff records at the Hospital in accordance with
applicable law and the requirements of relevant insurance carriers. After the expiration of the
Document Retention Period, if Purchaser intends to destroy or otherwise dispose of any of the
documents described in this Section 10.2(a), Purchaser shall provide written notice to Sellers of
Purchaser’s intention no later than forty-five (45) calendar days prior to the date of such intended
destruction or disposal. Any of the Seller Parties shall have the right, at its sole cost, to take
possession of such documents during such forty-five (45) calendar day period. If any of the
Seller Parties does not take possession of such documents during such forty-five (45) calendar
day period, Purchaser shall be free to destroy or otherwise dispose of such documentation upon
the expiration of such forty-five (45) calendar day period.
(b)
Provided that Purchaser shall not incur any out of pocket costs, Purchaser
shall give full cooperation to the Seller Parties and their insurance carriers in connection with
the administration of Sellers’ estate, including, without limitation, in connection with all claims,
actions, causes of action or audits relating to the Excluded Assets, Excluded Liabilities or preClosing operation of the Sellers or the Hospital that any Seller Party may elect to pursue, dispute
or defend, in respect of events occurring prior to the Closing Date with respect to the operation
of the Hospital, subject to the terms of the IMA. Such cooperation shall include, without
limitation, making the Hired Employees available for interviews, depositions, hearings and trials
and other assistance in connection with the administration of Sellers’ estate and such cooperation
shall also include making all of its employees available to assist in the securing and giving of
evidence and in obtaining the presence and cooperation of witnesses (all of which shall be done
without payment of any fees or expenses to Purchaser or to such employees); provided that
Purchaser shall not be required to incur any out of pocket costs in association therewith. In
addition, Sellers and their affiliates shall be entitled to remove from the Hospital originals of any
such records, but only for purposes of pending litigation involving the persons to whom such
records refer, as certified in writing prior to removal by counsel retained by Sellers or any of
their affiliates in connection with such litigation. Any records so removed from the Hospital
shall be promptly returned to Purchaser following Sellers’ or their applicable affiliate’s use of
such records.
(c)
In connection with: (i) the transition of the Hospital pursuant to the
transaction contemplated by this Agreement, (ii) Sellers’ rights to the Excluded Assets, (iii) any
claim, audit, or proceeding, including, without limitation, any tax claim, audit, or proceeding and
(iv) the Sellers’ obligations under the Excluded Liabilities, Purchaser shall after the Effective
Time give Sellers access during normal business hours to Purchaser’s books, personnel, accounts
36
US_Active\114503813\V-2

Case 2:18-bk-20151-ER

Doc 4360 Filed 03/29/20 Entered 03/29/20 21:17:14
Main Document
Page 98 of 150

Desc

and records and all other relevant documents and information with respect to the assets, liabilities
and business of the Hospital as representatives of Sellers and their affiliates may from time to
time reasonably request, all in such manner as not to unreasonably interfere with the operations
of the Hospital.
(d)
Purchaser and its representatives shall be given access by Sellers during
normal business hours to the extent reasonably needed by Purchaser for business purposes to all
documents, records, correspondence, work papers and other documents retained by Sellers
pertaining to any of the Assets prior to the Effective Time (excluding confidential employee
information, privileged materials and patient records), all in such manner as to not interfere
unreasonably with Sellers. Such documents and other materials shall be, at Sellers’ option,
either: (i) copied by Sellers for Purchaser at Purchaser’s expense, or (ii) removed by Purchaser
from the premises, copied by Purchaser and promptly returned to Sellers.
(e)
Purchaser shall comply with, and be solely responsible for, all obligations
under the Standards for Privacy of Individually Identifiable Health Information (45 CFR Parts
160 and 164) promulgated pursuant to the Health Insurance Portability and Accountability Act
of 1996 with respect to the operation of the Hospital on and after the Closing Date.
(f)
Purchaser shall cooperate with Sellers, on a timely basis and as reasonably
requested by Sellers, in connection with the provision of all data of the Hospital and other
information required by Sellers for reporting to HFAP for the remainder of the quarterly period
in which the Closing has occurred.
(g)
To the maximum extent permitted by law, if any Person requests or
demands, by subpoena or otherwise, any documents relating to the Excluded Liabilities or
Excluded Assets, including without limitation, documents relating to the operations of any of the
Hospital or any of the Hospital’s committees prior to the Closing Date, subject to the IMA, prior
to any disclosure of such documents, Purchaser shall notify Sellers and shall provide Sellers with
the opportunity to object to, and otherwise coordinate with respect to, such request or demand.
(h)
Provision of Benefits of Certain Contracts. Notwithstanding anything
contained herein to the contrary, this Agreement shall not constitute an agreement to assign any
Assigned Contract or Assigned Lease, if, notwithstanding the provisions of Sections 363 and
365 of the Bankruptcy Code, an attempted assignment thereof, without the consent of the third
party thereto, would constitute a breach thereof or in any way negatively affect the rights of
Sellers or Purchaser, as the assignee of such Assigned Contract or Assigned Lease, as the case
may be, thereunder. If, notwithstanding the provisions of sections 363 and 365 of the Bankruptcy
Code, such consent or approval is required but not obtained, Sellers will cooperate with
Purchaser in any reasonable arrangement designed to both: (a) provide Purchaser with the
benefits of or under any such Assigned Contract or Assigned Lease, and (b) cause Purchaser to
bear all costs and obligations of or under any such Assigned Contract or Assigned Lease.
Further, notwithstanding anything contained in this Agreement to the contrary, this Agreement
shall not constitute an agreement to assign any Account Receivable the assignment of which is
either prohibited by law or by the terms of any contract with a payor without the consent of such
payor. Any payments received by Sellers after the Closing Date from patients, payors, clients,
customers, or others who are the obligors on Accounts Receivables transferred to Purchaser as a
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part of the Assets on the Closing Date shall be paid over to Purchaser within ten (10) business
days after receipt by Seller.
10.3 Closing of Financials. Provided that Purchaser shall not incur any out of pocket
costs, Purchaser shall cause the individual acting as the chief financial officer of the Hospital after
the Effective Time (the “Post-Effective Time CFO”) to cooperate with Sellers’ representatives in
order to complete the standardized closing of Sellers’ financial records through the Licensure Date
including, without limitation, the closing of general ledger account reconciliations (collectively,
the “Closing of Financials”). Purchaser shall cause the Post-Effective Time CFO to use his or
her good faith efforts to cooperate with Sellers’ representatives in order to complete the Closing
of Financials by no later than the date which is thirty (30) calendar days after the Licensure Date.
The Post-Effective Time CFO and other appropriate personnel shall be reasonably available to
Sellers for a period of no less than one hundred eighty (180) calendar days after the Licensure Date
to assist Sellers in the completion of Sellers’ post-Closing audit, such assistance not to interfere
unreasonably with such Post-Effective Time CFO’s other duties.
10.4 Medical Staff. To ensure continuity of care in the community, Purchaser agrees
that the Hospital’s medical staff members in good standing as of the Closing Date shall maintain
medical staff privileges at the Hospital as of the Closing Date. On and after the Closing Date, the
medical staff will be subject to the Hospital’s Medical Staff Bylaws then currently in effect,
provided that such Bylaws are in compliance with all applicable laws and regulations and contain
customary obligations.
10.5 Shared Intangible Assets. In the event and to the extent that certain intangible
Assets transferred by Sellers have been used to operate businesses of Verity or Verity Holdings or
their affiliates (“Shared Intangible Assets”) and such Shared Intangible Assets continue to be
used by Verity or Verity Holdings or their affiliates to operate such businesses after Closing, Verity
and Verity Holdings retain the rights to continue to use such Assets notwithstanding their sale to
Purchaser. Purchaser shall reasonably cooperate with Verity and Verity Holdings and their
affiliates to give effect to such rights and shall provide Verity and Verity Holdings and their
affiliates such documentation, records and information and reasonable access to such systems as
necessary for Verity and Verity Holdings and their affiliates to continue to operate such businesses;
all in such manner as not to reasonably interfere with the operations of the Hospitals; provided,
however, Purchaser shall not be required to incur any out-of-pocket costs in association therewith
unless reimbursed by Verity and Verity Holdings and their affiliates.
ARTICLE 11
DEFAULT, TAXES AND COST REPORTS
11.1 Purchaser Default. If Purchaser or any of its assignees commits any material
default under this Agreement, Sellers shall have the right to sue Purchaser and any assignees for
damages; provided, however that the amount of such damages shall never exceed Ten Million
Dollars ($10,000,000). For the avoidance of doubt, Sellers shall have no right to sue for specific
performance under this Agreement.
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11.2 Seller Default. If Sellers commit any material default under this Agreement,
Purchaser shall have the right to demand and receive a refund of the Deposit (if such material
default occurs prior to Closing and Purchaser terminates this Agreement pursuant to Section
9.1(c)), and Purchaser shall have the right (i) to sue for damages; provided, however, that the
amount of such damages shall never exceed Ten Million Dollars ($10,000,000), or (ii) to sue for
specific performance under this Agreement; provided, however, that in seeking specific
performance Purchaser shall request only that all parties perform their respective obligations
essentially as are set forth in this Agreement, including without limitation recognizing Purchaser’s
obligation for the Cash Consideration as set forth in Section 1.1(a)(i), without any diminution in
such amount other than for such amounts as may be credited against such Cash Consideration as
provided for in this Agreement.
11.3

Tax Matters; Allocation of Purchase Price.

(a)
After the Closing Date, the parties shall cooperate fully with each other
and shall make available to each other, as reasonably requested, all information, records or
documents relating to tax liabilities or potential tax liabilities attributable to Sellers with respect
to the operation of the Hospital for all periods prior to the Licensure Date and shall preserve all
such information, records and documents at least until the expiration of any applicable statute of
limitations or extensions thereof. The parties shall also make available to each other to the extent
reasonably required, and at the reasonable cost of the requesting party (for out-of-pocket costs
and expenses only), personnel responsible for preparing or maintaining information, records and
documents in connection with tax matters and as Sellers reasonably may request in connection
with the completion of any post-Closing audits of the Hospital.
(b)
Solely for purposes of tax reporting, Schedule 11.3 sets forth the
allocation of the Purchase Price (including any liabilities that are considered to be an increase to
the Purchase Price for United States federal income Tax purposes) among the Assets in
accordance with Section 1060 of the Code and the Treasury Regulations promulgated thereunder
(the “Allocation Schedule”). The Allocation Schedule shall be final and binding upon Sellers
and Purchaser with respect to matters relating to required tax reporting by each such party. The
parties shall refrain from taking any position that is inconsistent with the Allocation Schedule
with respect to tax reporting.
11.4

Cost Report Matters.

(a)
Consistent with Section 4.5, Sellers shall, at Purchaser’s expense, prepare
and timely file all cost reports relating to the periods ending prior to the Licensure Date or
required as a result of the consummation of the transactions described in this Agreement,
including, without limitation, those relating to Medicare, Medicaid, and other third party payors
which settle on a cost report basis (the “Seller Cost Reports”).
(b)
Upon reasonable notice and during normal business office hours,
Purchaser will cooperate reasonably with Sellers in regard to Sellers’ preparation and filing of
the Seller Cost Reports. Such cooperation shall include, at no cost to Sellers, obtaining access
to files at the Hospital and Purchaser’s provision to Sellers of data and statistics, and the
coordination with Sellers pursuant to reasonable notice of Medicare and Medicaid exit
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conferences or meetings. Sellers shall have no obligations after the Licensure Date with respect
to Seller Cost Reports except for preparation and filing thereof.
ARTICLE 12
MISCELLANEOUS PROVISIONS
12.1 Further Assurances and Cooperation. Sellers shall execute, acknowledge and
deliver to Purchaser any and all other assignments, consents, approvals, conveyances, assurances,
documents and instruments reasonably requested by Purchaser at any time and shall take any and
all other actions reasonably requested by Purchaser at any time for the purpose of more effectively
assigning, transferring, granting, conveying and confirming to Purchaser, the Assets. After
consummation of the transaction contemplated in this Agreement, the parties agree to cooperate
with each other and take such further actions as may be necessary or appropriate to effectuate,
carry out and comply with all of the terms of this Agreement, the documents referred to in this
Agreement and the transactions contemplated hereby.
12.2 Successors and Assigns. All of the terms and provisions of this Agreement shall
be binding upon and shall inure to the benefit of and be enforceable by the respective successors
and assigns of the parties hereto; provided, however, that no party hereto may assign any of its
rights or delegate any of its duties under this Agreement without the prior written consent of the
other parties which consent shall not be unreasonably withheld or delayed, except that Purchaser
may, without the prior written consent of Sellers, assign all or any portion of its rights under this
Agreement to one or more of its affiliates prior to the Closing Date (for the avoidance of doubt,
such assignment shall not relieve Purchaser of any of its obligations under this Agreement).
12.3 Governing Law; Venue. This Agreement shall be construed, performed, and
enforced in accordance with, and governed by, the laws of the State of California (without giving
effect to the principles of conflicts of laws thereof), except to the extent that the laws of such State
are superseded by the Bankruptcy Code or other applicable federal law. For so long as Sellers are
subject to the jurisdiction of the Bankruptcy Court, the parties irrevocably elect, as the sole judicial
forum for the adjudication of any matters arising under or in connection with the Agreement, and
consent to the exclusive jurisdiction of, the Bankruptcy Court. The parties hereby consent to the
jurisdiction of such court and waive their right to challenge any proceeding involving or relating
to this Agreement on the basis of lack of jurisdiction over the Person or forum non conveniens.
12.4 Amendments. This Agreement may not be amended other than by written
instrument signed by the parties hereto.
12.5 Exhibits, Schedules and Disclosure Schedule. The Disclosure Schedule and all
exhibits and schedules referred to in this Agreement shall be attached hereto and are incorporated
by reference herein. Any matter disclosed in this Agreement or in the Disclosure Schedule with
reference to any Section of this Agreement shall be deemed a disclosure in respect of all sections
to which such disclosure may apply. The headings, if any, of the individual sections of the
Disclosure Schedule are provided for convenience only and are not intended to affect the
construction or interpretation of this Agreement. The Disclosure Schedule is arranged in sections
and paragraphs corresponding to the numbered and lettered sections and paragraphs of Article III
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merely for convenience, and the disclosure of an item in one section of the Disclosure Schedule as
an exception to a particular representation or warranty shall be deemed adequately disclosed as an
exception with respect to all other representations or warranties to the extent that the relevance of
such item to such representations or warranties is reasonably apparent on the face of such
disclosure, notwithstanding the presence or absence of an appropriate section of the Disclosure
Schedule with respect to such other representations or warranties or an appropriate cross reference
thereto.
12.6 Notices. Any notice, demand or communication required, permitted, or desired to
be given hereunder shall be deemed effectively given when personally delivered, when received
by telegraphic or other electronic means (including facsimile) or overnight courier, or five (5)
calendar days after being deposited in the United States mail, with postage prepaid thereon,
certified or registered mail, return receipt requested, addressed as follows:
If to Sellers:

Verity Health System of California, Inc.
601 South Figueroa St., Suite 4050
Los Angeles, CA 90017-5704
Attention: Rich Adcock, CEO

With copies to:
Dentons US LLP
(which copies shall 601 South Figueroa St., Suite 2500
not constitute notice) Los Angeles, CA 90017-5704
Attention: Samuel R. Maizel, Esq.
Telephone: 213-892-2910
Facsimile: 213-623-9924
If to Purchaser:

AHMC Healthcare Inc.
55 S. Raymond Ave., Suite 105
Alhambra, CA 91801
Attention: Jonathan Wu
Facsimile: 626-289-8952

With copies to:
AHMC Healthcare Inc., Legal Department
(which copies shall 500 E. Main St., 5th Floor
not constitute notice) Alhambra, CA 91801
Attention: Maan-Huei Hung, Esq.
Facsimile: 626-248-3303
or at such other address as one party may designate by notice hereunder to the other parties.
12.7 Headings. The section and other headings contained in this Agreement and in the
Disclosure Schedule, exhibits and schedules to this Agreement are included for the purpose of
convenient reference only and shall not restrict, amplify, modify or otherwise affect in any way
the meaning or interpretation of this Agreement or the Disclosure Schedule, exhibits and schedules
hereto.
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12.8 Publicity. Prior to the Closing Date, Sellers and Purchaser shall consult with each
other as to the form and substance of any press release or other public disclosure materially related
to this Agreement or any other transaction contemplated hereby and each shall have the right to
review and comment on the other’s press releases prior to issuance; provided, however, that
nothing in this Section 12.8 shall be deemed to prohibit either Sellers or Purchaser from making
any disclosure that its counsel deems necessary or advisable in order to satisfy either party’s
disclosure obligations imposed by law subject to reasonable prior notice to the other party thereof.
12.9 Fair Meaning. This Agreement shall be construed according to its fair meaning and
as if prepared by all parties hereto.
12.10 Gender and Number; Construction; Affiliates. All references to the neuter gender
shall include the feminine or masculine gender and vice versa, where applicable, and all references
to the singular shall include the plural and vice versa, where applicable. Unless otherwise
expressly provided, the word “including” followed by a listing does not limit the preceding words
or terms and shall mean “including, without limitation.” Any reference in this Agreement to an
“affiliate” shall mean any Person directly or indirectly controlling, controlled by or under common
control with a second Person. The term “control” (including the terms “controlled by” and “under
common control with”) means the possession, direct or indirect, of the power to direct or cause the
direction of the management and policies of a Person, whether through the ownership of voting
securities, by contract or otherwise. A “Person” shall mean any natural person, partnership,
corporation, limited liability company, association, trust or other legal entity.
12.11 Third Party Beneficiary. None of the provisions contained in this Agreement are
intended by the parties, nor shall they be deemed, to confer any benefit on any person not a party
to this Agreement, except for the parties’ successors and permitted assigns, and except for any
liquidating trustee or plan administrator for Sellers’ estate.
12.12 Expenses and Attorneys’ Fees. Except as otherwise provided in this Agreement,
each party shall bear and pay its own costs and expenses relating to the preparation of this
Agreement and to the transactions contemplated by, or the performance of or compliance with any
condition or covenant set forth in, this Agreement, including without limitation, the disbursements
and fees of their respective attorneys, accountants, advisors, agents and other representatives,
incidental to the preparation and carrying out of this Agreement, whether or not the transactions
contemplated hereby are consummated. The parties expressly agree that all sales, transfer,
documentary transfer and similar taxes, fees, surcharges and the like in connection with the sale
of the Assets shall be borne by Purchaser. If any action is brought by any party to enforce any
provision of this Agreement, the prevailing party shall be entitled to recover its court costs and
reasonable attorneys’ fees.
12.13 Counterparts. This Agreement may be executed in any number of counterparts,
each of which shall be deemed an original, but all of which together shall constitute one and the
same Agreement, binding on all of the parties hereto. The parties agree that facsimile copies of
signatures shall be deemed originals for all purposes hereof and that a party may produce such
copies, without the need to produce original signatures, to prove the existence of this Agreement
in any proceeding brought hereunder.
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12.14 Entire Agreement. This Agreement, the Disclosure Schedule, the exhibits and
schedules, and the documents referred to in this Agreement contain the entire understanding
between the parties with respect to the transactions contemplated hereby and supersede all prior or
contemporaneous agreements, understandings, representations and statements, oral or written,
between the parties on the subject matter hereof (the “Superseded Agreements”), which
Superseded Agreements shall be of no further force or effect; provided, that notwithstanding the
foregoing, the letter Confidentiality Agreement dated December 27, 2019, between Purchaser and
Cain Brothers, a division of KeyBanc Capital Markets Inc., on behalf of Sellers and their related
entities shall not be a Superseded Agreement and shall continue in full force in effect in accordance
with its terms.
12.15 No Waiver. Any term, covenant or condition of this Agreement may be waived at
any time by the party which is entitled to the benefit thereof but only by a written notice signed by
the party expressly waiving such term or condition. The subsequent acceptance of performance
hereunder by a party shall not be deemed to be a waiver of any preceding breach by any other party
of any term, covenant or condition of this Agreement, other than the failure of such other party to
perform the particular duties so accepted, regardless of the accepting party’s knowledge of such
preceding breach at the time of acceptance of such performance. The waiver of any term, covenant
or condition shall not be construed as a waiver of any other term, covenant or condition of this
Agreement.
12.16 Severability. If any term, provision, condition or covenant of this Agreement or
the application thereof to any party or circumstance shall be held to be invalid or unenforceable to
any extent in any jurisdiction, then the remainder of this Agreement and the application of such
term, provision, condition or covenant in any other jurisdiction or to persons or circumstances
other than those as to whom or which it is held to be invalid or unenforceable, shall not be affected
thereby, and each term, provision, condition and covenant of this Agreement shall be valid and
enforceable to the fullest extent permitted by law.
12.17 Time is of the Essence. Time is of the essence for all dates and time periods set
forth in this Agreement and each performance called for in this Agreement.
[Signature Page Follows]
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VERITY HEALTH SYSTEM OF
CALIFORNIA, INC.,
a California nonprofit public benefit
corporation
Signature By:
Print Name:
Title:
Date:
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ADDITIONAL EXHIBITS AND SCHEDULES OMITTED

The schedules and the exhibits to the Asset Purchase Agreement are omitted and will be filed
subsequently, except for Exhibit 4.9 to the Asset Purchase Agreement, the Interim Management
Agreement and the Sale Leaseback Agreement, which are attached hereto.
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Exhibit 4.9
Transferred Private Payor Agreements
1.

Definitions:

“Payor” means the non-debtor counter-party to a Private Payor Agreement.
“Purchaser Contracted Payment” means the contractual reimbursement due from a Payor (i) to
Sellers under a Private Payor Agreement for covered services rendered by Hospital under such
agreement with a date of service after the Effective Time and prior to the Licensure Date, and (ii)
to Purchaser under a Transferred Private Payor Agreement for covered services rendered by
Hospital under such agreement with a date of service after the Licensure Date.
“Purchaser Overpayment” means an overpayment made by a Payor on account of a Purchaser
Contracted Payment.
“Purchaser Receivables” means accounts (as that term is defined in the Uniform Commercial
Code) earned by Purchaser (a) under any Private Payor Agreement pursuant to the IMA for
covered services rendered between the period from the Effective Time through the Licensure Date,
and (b) under any Transferred Private Payor Agreement for covered services rendered after the
Licensure Date.
“Seton Contracted Payment” means the contractual reimbursement due from a Payor to Sellers
under a Private Payor Agreement for covered services rendered by Hospital under such agreement
with a date of service on or prior to the Effective Time.
“Seton Overpayment” means an overpayment made by a Payor on account of a Seton Contracted
Payment.
“Seton Receivables” means Accounts Receivable earned under any Private Payor Agreement
prior to the Effective Time.
“True-up” shall refer to the following reconciliation procedure: On the last business day of each
calendar quarter (or partial calendar quarter) commencing on the Licensure Date through
December 31, 2021, (a) Sellers shall identify and report to Purchaser the amount and other
applicable details of any Purchaser Overpayment that has been remitted to Sellers during the
reporting period, and (b) Purchaser shall identify and report to Sellers the amount and other
applicable details of any Seton Overpayment that has been remitted to Purchaser during the
reporting period. For each reporting period, the foregoing amounts shall be offset and any net
balance shall be paid by Sellers or Purchaser, as applicable, to the other party not later than five
business days following the date of delivery of each quarterly report. Sellers and Purchaser shall
resolve any discrepancies in their respective reports under Section 12.1 of this Agreement.
2.
Seller Responsibility. Sellers shall be responsible, vis-à-vis the Payors, for any Seton
Overpayment that is remitted either to Sellers or to Purchaser. Purchaser agrees, however, that
any Seton Overpayment that is remitted to Purchaser shall be subject to True-Up. Sellers agree to
indemnify and hold harmless Purchaser for any Seton Overpayment that is deducted from, or
recouped against, any Purchaser Receivables, and in furtherance thereof Sellers agree that,
1
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pursuant to the terms of the Indemnity Escrow Agreement to be entered into between the parties,
Purchaser shall be authorized to withdraw from the Indemnity Escrow Fund, upon Purchaser’s
written instruction to the escrow agent and with written notice to Sellers, any Seton Overpayment
that is deducted from, or recouped against, any Purchaser Receivables. Notwithstanding the
foregoing, in the event that Sellers dispute any such Seton Overpayment claim and prevail in such
claim, to the extent that Purchaser is later credited for any such Payor deduction or recoupment
against any Purchaser Receivables for which Purchaser had withdrawn funds from the Indemnity
Escrow Fund as provided for herein, then Purchaser shall remit funds equal to such credit to Sellers
within five (5) business days after Purchaser receives such credit.
3.
Purchaser Responsibility. Purchaser shall be responsible, vis-à-vis the Payors, for any
Purchaser Overpayment that is remitted either to Purchaser or to Sellers. Sellers agree, however,
that any Purchaser Overpayment that is remitted to Sellers shall be subject to True-Up. Purchaser
agrees to indemnify and hold harmless Sellers for any Purchaser Overpayment that is deducted
from, or recouped against, any Seton Receivables.
4.
Payor Disputes. Nothing in this Agreement shall affect the applicable party’s right to
dispute or appeal the validity of any alleged Seton Overpayment or alleged Purchaser
Overpayment.
5.
Adequate Assurance. The Seller and Purchaser agree to cooperate to confirm the
provisions of this Exhibit 4.9 with any Payor under a Transferred Private Payor Agreement in
order to provide adequate assurances of cure and compensation to such Payor pursuant to Sections
365(b) and (f) of the Bankruptcy Code. Sellers and Purchaser acknowledge and agree that (a) the
Sale Order shall authorize a Payor to continue to exercise its defenses to reimbursement for
covered services based on an overpayment, and (b) overpayments do not constitute Cure Costs
under this Agreement. If a Payor does not agree to the provisions of this Exhibit at least thirty (30)
days prior to the Closing Date, such Private Payor Agreement shall be removed from Schedule
1.11(c) and shall be an Excluded Asset.
6.
Payor Release. Following the Licensure Date, pursuant to Section 365(k) of the
Bankruptcy Code, Sellers shall be relieved and released by a Payor from any obligation to any
Payor on account of any overpayment or otherwise under any Transferred Private Payor
Agreement.
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INTERIM MANAGEMENT AGREEMENT
This Interim Management Agreement (the “Agreement”) is made and entered into as of
March 30, 2020 (the “Signing Date”), by and among Seton Medical Center, a California nonprofit
public benefit corporation (the “Corporation”) on the one hand, and AHMC Healthcare Inc., a
California corporation (“Parent Company”), and a legal entity to be formed and controlled by
Parent Company (“Hospital Newco” or the “Manager,” and collectively with the Corporation and
Parent Company, the “parties”) on the other hand.
RECITALS
A.
On August 31, 2018, the Corporation and certain of its affiliates each filed a
voluntary petition for relief (collectively, the “Bankruptcy Cases”) under chapter 11 of title 11 of
the United State Code (the “Bankruptcy Code”).
B.
The Bankruptcy Cases are jointly administered under Lead Case No. 18-20151 and
are currently pending in the United States Bankruptcy Court for the Central District of California
Los Angeles Division (the “Bankruptcy Court”).
C.
Parent Company, as purchaser, and the Corporation and certain of its affiliates
(collectively, the “Sellers” as defined in the APA), as seller, entered into that certain Asset
Purchase Agreement, dated of even date herewith (the “APA”), which provides for the sale of
certain assets of the Sellers (collectively, the “Assets”). All terms not otherwise defined herein
shall have the meaning ascribed to them in the APA.
D.
The Corporation operates a two-campus general acute care hospital, consisting of:
(i) the hospital campus known as Seton Medical Center, located at 1900 Sullivan Avenue, Daly
City, CA 94015, including the related hospital pharmacy, laboratory and emergency department;
and (ii) the hospital campus known as Seton Medical Center Coastside, located at 600 Marine
Blvd., Moss Beach, CA 94038, including the related hospital pharmacy, laboratory and emergency
department (collectively, the “Hospital”), and such other locations where the Hospital’s licensed
services are provided (collectively, the “Hospital Premises”)
E.
Pursuant to the APA, Parent Company agreed to purchase the Assets, which include
certain assets of the Corporation (the “Corporation’s Assets”).
F.
Parent Company designated Hospital Newco as the owner of certain of the
Corporation’s Assets and as the future operator of the Hospital.
G.
Parent Company and the Manager have requested this Agreement to afford the
Manager additional time to obtain its general acute care hospital license from the California
Department of Public Health (“CDPH”), and its hospital pharmacy permit(s) from the California
Board of Pharmacy (together, the “New Licenses,” and the date on which the New Licenses are
issued is the “Licensure Date”).
H.
Pursuant to the APA, that portion of the Assets constituting drugs, dangerous
devices, pharmacy systems, or other pharmacy assets (the “Pharmacy Assets”) shall transfer to
Hospital Newco as of the Licensure Date.
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I.
The Corporation shall maintain a possessory interest in the Hospital and the
Hospital Premises, and Parent Company, or its designated nominee, and Hospital Newco on the
one hand as lessor, and the Corporation, on the other hand as lessee, are entering into that certain
Sale Leaseback Agreement of even date herewith, pursuant to which certain of the Corporation’s
Assets will be leased back to the Corporation (the “Leaseback Agreement”).
J.
Until Hospital Newco obtains the New Licenses, the Manager desires to assume the
management of the Hospital, including its pharmacy, on behalf of the Corporation, and the
Corporation desires to avail itself of such management services, upon the terms and conditions set
forth in this Agreement.
K.
The California Department of Public Health (the “State”), on the one hand, and on
the other hand, Verity Healthcare System of California, Inc., (“Verity”) and Seton Medical Center,
entered into that certain Services Agreement, as approved by the Bankruptcy Court on March 20,
2020 [Docket No. 4315] (the “State Services Agreement”),
TERMS OF AGREEMENT
NOW, THEREFORE, in consideration of the promises and the mutual covenants contained
herein, and for other good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, the parties hereby agree as follows:
1.

Term.

1.1
The term of this Agreement (the “Management Period”) shall commence as of the
Effective Time (as defined in the APA) and shall continue until the Licensure Date. The parties
acknowledge that, during the Management Period, the Corporation shall remain the licensee of the
Hospital, and in that capacity, and during such period, shall retain statutory and regulatory
authority and responsibility for the Hospital and for oversight of the Manager.
2.

Acknowledgements and Covenants.

2.1
As of the Effective Time, Parent Company or its designated nominee shall have
acquired all of the Corporation’s Assets (other than the Pharmacy Assets) as set forth in the APA,
with those assets necessary for the operation of the Hospital leased back to the Corporation
pursuant to the terms of the Leaseback Agreement during the term of this Agreement.
2.2
Pursuant to Section 1.3 of the APA, contemporaneously with the date the New
Licenses are issued and the termination of the Leaseback Agreement, ownership of the Pharmacy
Assets shall be transferred to Hospital Newco. Parent Company and the Manager acknowledge
that this Agreement and the foregoing subsequent transfer of the Pharmacy Assets are made at the
request of Parent Company and the Manager, to provide more time for the Manager to obtain its
New Licenses. As such, Parent Company acknowledges, covenants, and agrees that the total
Purchase Price (as defined in the APA) shall be paid to the Sellers under the APA as if the
Pharmacy Assets were transferred as of the Effective Time.
2.3
As of the Effective Time, the Corporation shall have ended the employment or
engagement of all employees and contractors and, to the extent they received offers of employment
2
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or engagement from the Manager (or its affiliates) and accepted such offers, shall have been
transferred to the Manager (or its affiliate) as employees or contractors of the Manager
(collectively, the “Hired Employees”).
2.4
During the Management Period, the Corporation will (a) assign an individual to
oversee the operation of the Hospital, subject to the terms of this Agreement, and serve as the
president of the Corporation, as required by the Centers for Medicare & Medicaid Services, CDPH,
and applicable California laws and regulations (the “Responsible Officer”), and (b) maintain
proper oversight by a board of directors.
3.

Appointment of Manager.

3.1
During the Management Period, the Corporation hereby appoints the Manager as
the sole and exclusive provider of the Services (defined below) and hereby grants to the Manager
the exclusive right to manage the Hospital under the Corporation’s Licenses (as defined in the
APA) as a general acute care hospital, including without limitation, the right to undertake those
certain management responsibilities and permitted activities described in Section 4 below. The
Manager hereby accepts such appointment for all purposes with respect to the Corporation’s rights,
duties, and responsibilities under the Licenses for the Hospital, to the fullest extent permitted by
law, and agrees, to the fullest extent permitted by law, to provide management services to the
Hospital on behalf of the Corporation (the “Services”).
3.2
The Services hereunder shall include management and operation of the Hospital’s
pharmacy on behalf of the Hospital, even though the Pharmacy Assets will not be transferred to
Hospital Newco pursuant to the APA until the Licensure Date.
3.3
Upon the Licensure Date, the Services provided to the Hospital under the
Corporation’s Licenses shall terminate and, thereafter, Hospital Newco will be operating the
Hospital as the licensee holding its own New Licenses.
3.4
During the Management Period, the Manager shall submit claims for services
rendered by the Hospital to various governmental and non-governmental entities, patients, and
other third parties pursuant to the Corporation’s provider agreements, payor contracts, and NPI
numbers as set forth in Schedule 3.4, attached hereto (collectively, the “Corporation’s Billing
Credentials”). Because all billing and collecting shall be under the Corporation’s Billing
Credentials, payments shall be made in the Corporation’s name and deposited in the Corporation’s
bank accounts. Parent Company and the Manager shall indemnify and hold Corporation harmless
for any and all costs or liabilities incurred by Corporation as a result of Manager’s use of
Corporation’s Billing Credentials or any breach of the terms and conditions of Corporation’s
Billing Credentials during the Management Period. Manager shall be responsible for any
overpayments that arise for services rendered during the Management Period. The parties
acknowledge and agree that during the Management Period, the Corporation’s bank accounts and
lockboxes shall remain under the Corporation’s name; provided except as to the Corporation’s
“AP” or other accounts at Bank of America segregated for use under the State Services Agreement,
as of the Effective Time, the Corporation will provide transfers of the Manager Compensation one
(1) business day after receipt. In addition, as of the Effective Time, Manager will be provided
electronic read-only access to the Corporation’s lockboxes and collection deposit accounts to
3
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review all Hospital Revenue. On and after the day that is thirty-one (31) days after the Effective
Time, Corporation will provide automatic daily sweeps of all Hospital Revenue in its lockboxes
and collection deposit accounts to Manager; Manager will then electronically transfer to
Corporation all funds that are not the Manager Compensation one (1) business day after receipt.
As soon as practicable, Manager shall have sole signing authority, provided Manager shall
demonstrate that such authority shall be acceptable to the Medicare and Medi-Cal programs and
the relevant depository institution without cost to Corporation. The Parties shall cooperate to
ensure that any and all payments or revenues arising from or relating to any Excluded Asset,
including without limitation Accounts Receivable and Census Payments under the State Services
Agreement for services rendered by the Corporation at the Hospital prior to the Effective Time,
shall be properly paid to the Corporation, with any and all payments or revenues constituting
Management Compensation under this Agreement or purchased Assets under the APA properly
paid to the Manager. Each Party shall have the right to audit by an independent and competent
auditor, at the requesting Party’s sole expense, the bank records and remittance advices of the other
Party. Thereafter, upon the findings of the auditor that there has either been an overpayment or
underpayment of funds due, the Party owing funds shall, within five (5) business days, make
payment of such funds to the Party to whom they are owed. Manager shall, as soon as practical,
set up its own bank accounts and direct payors to make deposits to such accounts immediately
following the Licensure Date.
3.5
To the extent the Corporation’s lenders continue to have liens, security interests,
charges, mortgages, or any other encumbrances whatsoever (collectively, “Encumbrances”) on
the Corporation’s bank accounts or lockboxes as of the Effective Time, the Corporation, Parent
Company, and the Manager shall work cooperatively to facilitate termination and release of such
Encumbrances.
3.6
The Corporation shall retain and, upon the Licensure Date, the Manager shall
assume, any contracts necessary for the Corporation to continue to be the holder of the Licenses
and to bill for Hospital services during the Management Period, in accordance with the APA
including all compliance obligations thereunder. Such contracts shall be as set forth in Schedule
3.6, attached hereto (the “Retained Contracts”). Parent Company hereby designates each
Retained Contract as an Assigned Contract under Section 1.11 of the APA.
4.

Management Responsibility.

4.1
During the Management Period, the Manager shall, subject to all applicable legal
and regulatory requirements and pursuant to the terms of this Agreement, only as and to the extent
required by applicable legal and regulatory requirements and pursuant to the terms of this
Agreement, the Corporation’s ultimate oversight and control, have responsibility for the
management of the Hospital, and agrees to assume and discharge all responsibilities, duties,
liabilities, payments, and obligations in connection with properly maintaining the Hospital in full
compliance with all regulations and standards required of a general acute care hospital facility so
licensed. In furtherance thereof, the Services shall include, but not be limited to, the following
duties, which duties shall be performed at the Manager’s sole cost and expense:
(a) Managing the operations of the Hospital as a general acute care hospital in
compliance with all applicable laws, regulations, provider agreements, payor contracts, CDPH
4
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requirements for maintenance of the Licenses in good standing, Conditions of Participation and
Payment with respect to governmental programs, and the requirements for maintenance of the
Hospital’s accreditations;
(b) Employing and managing the Hired Employees and any other non-clinical
and clinical personnel (i) necessary for the operation of the Hospital as a general acute care
hospital, or (ii) required by law and so as to meet the applicable regulatory requirements, pursuant
to all applicable labor laws and regulations, and consistent with orders of the Bankruptcy Court;
(c) Ensuring that the Corporation is able to pay itself out of the Hospital
Revenues for the costs and expenses set forth in Section 4.5(b);
(d) Maintaining and repairing, as needed, the Hospital Premises so as to ensure
material compliance with all applicable local, state, and federal law;
(e) Providing security services reasonably necessary to prevent unlawful entry
or damage to the Hospital Premises;
(f)
Affording the Responsible Officer or his or her designee access, during
normal business hours, to the Hospital Premises, the books and records at the Hospital Premises
or in Manager’s possession, the Hired Employees and any other personnel of Manager or
otherwise who are providing services associated with the operation of the Hospital, and such
other access and assistance as reasonably requested by the Responsible Officer;
(g) Upon at least one (1) business day’s prior written notice to the Manager, if
applicable, providing access, during normal business hours, to the Hospital Premises to lessors
of equipment at the Hospital Premises, if any, who have been authorized by order of the
Bankruptcy Court to remove their equipment from the Hospital Premises, provided that the
Manager shall have full power and authority to require that the removal of such equipment by
such lessors does not damage the Hospital Premises;
(h) Providing access, upon at least one (1) business day’s prior written notice,
during normal business hours and without causing any disruption to or undue burden upon the
ordinary operation of the Hospital business or the incurrence of any out-of-pocket expense by
Manager, to the Hospital, the Hospital Premises, the Hospital’s books and records, electronic
health records, financial information systems, operating systems, laboratory systems, the Hired
Employees and any other personnel of Manager or otherwise who are providing services
associated with the operation of the Hospital, to the Corporation, the Corporation’s directors,
officers and representatives, and the Corporation’s successors in interest, including, but not
limited to, any plan administrator, liquidating trustee or similar representatives appointed or
approved by the Bankruptcy Court for the purpose of winding down the Corporation’s affairs,
pursuing litigation and adversary proceedings, and to effectuate a plan of liquidation, as approved
by the Bankruptcy Court (the “Plan”);
(i)
Maintaining all licenses, permits, consents, approvals, accreditations, and
certifications currently held by the Corporation that are necessary in connection with the
operation of the Hospital and the Hospital Premises in good standing, in active status, and in
5
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compliance with all applicable local, state, and federal laws, including the timely payment by
Manager of all applicable fees to support or renew these approvals;
(j)
Maintaining and obtaining all insurance coverages, from and after the
Effective Time, for the Hospital that a prudent hospital operator or owner would maintain,
including directors and officers insurance for Manager with no less coverage than was maintained
for the Corporation’s directors and officers just prior to the Effective Time;
(k)
Maintaining and obtaining those insurance coverages required under the
Leaseback Agreement, for its own account, with the Corporation included as a named insured,
and paying all amounts required under the Leaseback Agreement in a timely manner, including
rent, utilities, taxes, and insurance premiums;
(l)
Opening and forwarding all mail relating to the financial or business affairs
of the Corporation to the notice address below;
(m) Periodically reporting to the Corporation (or its designee), either in person
or telephonically, the condition of the Hospital and the Hospital Premises;
(n) Coordinating with the governing board and the organized medical staff
(each, as established by the Corporation and the Sellers) on the appropriateness and quality of
medical care and all medical staff issues requiring governing board oversight;
(o) Paying all costs and expenses in connection with and incidental to
ownership of the Corporation Assets and management and operation of the Hospital hereunder,
including but not limited to, all the Hospital operating costs, employee-related costs, and taxes,
whether or not identified, described, or referenced in this Agreement;
(p) Cooperating with the Corporation in facilitating termination and release of
any Encumbrances on the Corporation’s bank accounts and lockboxes;
(q) Performing such other duties and activities as are reasonably necessary for
the Manager to fulfill its responsibilities under this Agreement and the APA; and
(r)
Providing access, upon at least one (1) business day’s prior written notice,
without causing any disruption to or undue burden upon the ordinary operation of the Hospital
business or the incurrence of any out-of-pocket expense by Manager, to the Hospital, the Hospital
Premises, the Hospital’s electronic health records, the Hired Employees and any other personnel
of Manager or otherwise any individual who is providing services associated with the Hospital’s
delivery of health care services to patients, to the Patient Care Ombudsman appointed in the
Bankruptcy Cases under Section 333 of the Bankruptcy Code (the “PCO”) [see Docket No. 430].
4.2
Permitted Manager Activities. During the Management Period, the Manager may
do any of the following, subject to the requirements of applicable local, state, and federal law,
which activities may be performed by the Manager at the Manager’s sole cost and expense:
(a) Make alterations, improvements, and repairs to the interior or exterior of the
Hospital Premises, including structural alterations, improvements, and repairs;
6
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(b) Remove and dispose of furniture, fixtures, equipment (other than equipment
owned by equipment lessors), and supplies at the Hospital Premises;
(c) Move into and install furniture, fixtures, equipment, and supplies at the
Hospital Premises;
(d) Prepare the Hospital for a name change, except that no such name change
may take effect, and no signage reflecting such change shall be installed, during the Management
Period; and
(e) Perform, or permit to be performed, any other activities at the Hospital
Premises that are not inconsistent with operating the Hospital under the Licenses, and receiving
and retaining for the Manager’s own account all revenues and proceeds of any such activities, to
the extent they comprise the Manager Compensation.
4.3

Prohibited Manager Activities.

(a) Notwithstanding anything to the contrary in this Agreement, the Manager
shall have no authority to take and shall not take any action with respect to any Excluded Assets
or Excluded Liabilities (as such terms are defined in the APA) of the Corporation.
(b) The Manager’s authority to manage and operate the Hospital is limited to
those actions that Manager is expressly required or permitted to do hereunder.
(c) The Manager shall not (i) take any action that interferes with the
Corporation’s transfer of funds to pay itself out of the Hospital Revenues as set forth in Sections
4.5(b); or (ii) remove, withdraw, or authorize removal or withdrawal of funds from the
Corporation’s bank accounts or lockboxes to the extent that the Corporation would be unable to
fully pay itself for the costs and expenses set forth in Section 4.5(b).
4.4

APA Provisions; Transition Services Agreement.

(a) Nothing herein shall modify the prorations of expenses and utilities set forth
in the APA, including specifically as set forth in Section 1.6 of the APA.
(b) None of the information accessed, learned or obtained by Parent Company
or the Manager or any of their affiliates in the course of performing their duties hereunder may
serve as the basis for payment of less than the full Purchase Price or to otherwise assert a claim
against the Sellers.
(c) Nothing herein shall modify the transfer of the Assets from the Sellers to
Parent Company as contemplated in the APA, including specifically as set forth in Section 1.7 of
the APA.
(d) Nothing herein shall modify the APA in respect of the exclusion from
purchase by Parent Company of the Excluded Assets, including specifically as set forth in Section
1.8 of the APA.
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(e) Pursuant to Section 1.4.8 and Section 1.5.8 of the APA, the Sellers and
Parent Company will be entering into a Transition Services Agreement to facilitate the winding
down of the Sellers’ businesses, the completion of the Bankruptcy Cases, and the dissolution of
the Sellers. The parties hereto shall cooperate with each other to enable the Corporation and
Parent Company to carry out their obligations under, and give effect to the terms of, the Transition
Services Agreement.
4.5

Manager Compensation; Distribution of Revenue.

(a) As used in this Agreement, the term “Hospital Revenues” shall mean all
revenues and reimbursement received by the Corporation after the Effective Time, including, but
not limited to, cash, accounts, notes, or other accounts receivable, disproportionate share
payments, quality assurance fee payments, Seller Cost Report (as defined in the APA)
settlements, and capitation premiums, whether payable by Medicare, Medi-Cal or any other
commercial or governmental payor, or any health maintenance organization or any other
managed care program or any private pay patients, and State Services Agreement revenues and
reimbursement, but only to the extent they are not Excluded Assets (as defined in the APA).
(b) As full and complete payment for the Manager’s Services, the Manager
shall be entitled to receive an amount equal to the Hospital Revenues less the following amounts
that will be retained by the Corporation (the “Manager Compensation”):
(i)
All costs and expenses incurred by the Corporation for the
Corporation’s purchase of drugs and dangerous devices that the Manager determines are necessary
for the operation of the Hospital;
(ii)
All costs and expenses associated with the Corporation maintaining
its Licenses and maintaining the Retained Contracts, if any are directly incurred by the
Corporation,; and
(iii)
All revenue associated with Census Payments for services provided
by Corporation under the State Services Agreement prior to the Effective Time.
(c) Except for and with respect to Hospital Revenues, under no circumstance
may the Manager seek payment for the Manager’s Services from the liquidating trustee, the
Corporation, any of the Corporation’s officers, directors, agents, contractors, personnel, affiliates
or subsidiaries, Verity Health System of California, Inc. (“VHS”), or any of VHS’ officers,
directors, agents, contractors, personnel, affiliates or subsidiaries.
(d)
The Corporation shall issue invoices to the Manager on a weekly basis for
the items described in Section 4.5(b) (i), (ii) and (iii), with reasonable supporting detail therefor.
The Manager shall pay such invoices within five (5) business days of receipt of such invoices. If
the Manager does not remit payment in respect of such invoices in accordance with the
immediately preceding sentence, the unpaid amount of such invoices shall bear interest at the
Prime Rate in effect on the calendar day upon which such payment was required to be made to
the Corporation (the “Invoice Payment Due Date”) plus five percent (5%) (or the maximum rate
allowed by law, whichever is less), such interest accruing on each calendar day after the Invoice
8
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Payment Due Date until payment of such invoices and all interest thereon is made to the
Corporation.
(e)
The Parties acknowledge and agree that if the State consents in writing to
assignment of the State Services Agreement to Manager at the Closing, then all payments under
the State Services Agreement for services rendered during the Management Period at the Hospital
after the Effective Time, shall be retained by Manager as part of the Manager Compensation.
4.6

Liabilities and Losses.

(a) Parent Company shall be responsible for all the Hospital liabilities and
losses incurred or accrued during the Management Period.
(b) Nothing hereunder shall, or is intended to, modify or supersede Parent
Company’s responsibility for the Transferred Obligations (as defined in the APA) or the
Corporation’s responsibility for the Excluded Liabilities (as defined in the APA).
(c) Specifically with respect to quality assurance fee (“QAF”) liabilities owed
by the Corporation, Parent Company shall pay all QAF fees that become due and owing during
the Management Period that relate to QAF payments constituting Assets transferred to Hospital
Newco under the APA, even though such fees may have been calculated based on data prior to
the Effective Time.
4.7
The Corporation’s Ultimate Control. Notwithstanding anything to the contrary
in this Section 4 or in this Agreement more generally, the Corporation, as holder of the Licenses,
shall remain ultimately responsible for the operation of the Hospital, and, during the Management
Period, in consultation with the Manager, may take any action (with Manager’s cooperation as
may be reasonably requested and at Parent Company’s or the Manager’s sole cost and expense)
necessary to ensure the Corporation’s compliance with applicable laws and regulations.
5.

Continued Responsibility of the Corporation.

5.1
During the Management Period, the Corporation shall maintain (at its sole cost and
expense, except as otherwise contemplated in this Agreement), and shall not take or voluntarily
permit any actions which may adversely affect, the Corporation’s corporate existence and its full
rights as the licensee under the Licenses. In addition, during the Management Period, the
Corporation and its officers shall reasonably cooperate with the Manager (at Parent Company’s or
the Manager’s sole cost and expense) in the Manager’s provision of the Services.
5.2
Notwithstanding the statutory and regulatory authority and responsibility of the
Corporation for the continued management of the Hospital during the Management Period, the
parties recognize and acknowledge that under this Agreement, the Manager shall, subject to the
ultimate oversight by the Corporation as and to the extent legally required, be responsible for the
day-to-day operation and maintenance of the Hospital as a general acute care hospital. In the event
that any violation or alleged violation of or non-compliance with any statute or regulation
applicable to the operation or maintenance of the Hospital as a general acute care hospital certified
by the Medicare and Medi-Cal programs occurs during the Management Period, then without
regard to legal or statutory fault on the part of the Manager or of the Corporation, the Manager
9
US_Active\114507302\V-2

Case 2:18-bk-20151-ER

Doc 4360 Filed 03/29/20 Entered 03/29/20 21:17:14
Main Document
Page 119 of 150

Desc

shall immediately notify the Corporation of such violation or alleged violation or non-compliance
and take reasonable efforts to address and resolve the alleged violation or non-compliance, and
avoid, mitigate or minimize any related adverse consequences. In addition to the indemnification
in Section 3.4, Parent Company and the Manager shall be responsible for the costs of any penalty,
fine or remediation identified during the Management Period arising from or relating to the
Manager’s operation of the Hospital during the Management Period, including, without limitation,
the cost of engaging third party consultants or experts to help address or resolve the violation,
alleged violation or non-compliance, and shall indemnify and hold the Corporation harmless for
the same in accordance with Section 9.2. The Corporation retains the right to join the Manager in
contesting said violations upon providing the Manager with notice of its intent to do so.
5.3
The Corporation shall be responsible for purchasing drugs and dangerous devices
that the Manager determines are necessary for the operation of the Hospital at the Manager’s sole
cost and expense, as set forth in Section 4.5(b)(i).
5.4
The Corporation agrees to execute and deliver to the Manager such documents as
the Manager may reasonably request to maintain the hospital license active and in good standing
with CDPH and the other Licenses necessary or appropriate to maintain the Hospital as a general
acute care hospital and to facilitate the Manager’s obtaining of the New Licenses.
6.
The Parties’ Cooperation with Regulatory Agencies. The Manager shall use its best
efforts to obtain the New Licenses as expeditiously as possible. The Manager and Corporation
shall agree to the target Licensure Date identified in the change of ownership applications. The
Manager shall provide updates to the Corporation as reasonably requested by the Corporation, on
the status of the Manager’s efforts to obtain the New Licenses. The Corporation shall, at Parent
Company’s or the Manager’s cost, reasonably cooperate with the Manager’s efforts to obtain the
New Licenses, and may communicate and coordinate with licensing agencies as necessary in
connection with obtaining the New Licenses. Notwithstanding the foregoing, obtaining all
governmental consents, approvals, assignments, authorizations, and clearances necessary to obtain
the New Licenses shall be solely Parent Company’s and the Manager’s (and not the Corporation’s)
responsibility, including payment of any fees, expenses, filing costs or other amounts related
thereto.
7.

Risk of Loss.

7.1
The Corporation assumes no risks or liability for damage to or injury occurring to
the Hospital Premises, Assets or the Hospital during the term of this Agreement by any means
whatsoever, including fire, storm, earthquake, vandalism, strike, cyberattack, accident or any other
casualty (collectively, “Casualty”), and Parent Company shall have all right, title, and interest in
and to the proceeds of any insurance it obtained and paid for covering such Casualty.
7.2
If, during the term of this Agreement, action is initiated to take the Hospital
Premises or any portion thereof by eminent domain proceedings or by deed in lieu thereof
(collectively, “Condemnation”), Parent Company, and not the Corporation, shall have all right,
title, and interest in and to the award from the Condemnation.
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7.3
In the event of a Casualty or Condemnation, neither Parent Company nor the
Corporation may terminate this Agreement.
8.

Exculpation; Indemnification.

8.1
The Corporation and the Corporation’s affiliates, members, officers, directors,
employees, attorneys, accountants, consultants, agents, representatives, successors and assigns,
including the liquidating trustee and responsible officer (collectively the “Corporation
Indemnified Parties”) shall have no liability in contract, tort or otherwise unless and until a
Chosen Court finds in a final, non-appealable judgment that any Damages result solely from a
Corporation Indemnified party’s gross negligence or willful misconduct.
8.2
In addition to any other indemnification provided for in the Agreement, Parent
Company and the Manager shall promptly and fully keep and hold the Corporation Indemnified
Parties forever harmless from, and shall indemnify and defend the Corporation Indemnified Parties
from and against, without regard to materiality, any and all obligations, judgments, fines, civil
money penalties, sanctions, awards, liabilities, losses, penalties, claims, costs, demands, damages,
expenses, liens, and encumbrances, including investigation costs, time spent in depositions and
reasonable attorneys’ fees and expenses (collectively, “Damages”), whether civil or criminal,
direct, indirect or consequential and no matter how arising, in any way related to, connected with,
arising or resulting from, or under this Agreement, the APA, the Hired Employees (as defined in
the APA), the Manager’s performance of the Services, or the operation or management of the
Hospital or the Corporation’s Assets by the Manager after the Effective Time. Notwithstanding
the foregoing, the parties understand that except as otherwise specifically provided for in the APA:
(i) Parent Company and the Manager are not, by virtue of this Agreement or any term or provision
herein, assuming any claim, liability, expense, debt or other obligation of the Corporation or
Sellers that both relates to the operation of the Hospital or the Hospital Premises prior to the
Effective Time and constitutes an Excluded Liability under the APA; and (ii) neither the
Corporation, Manager or Parent Company are, by virtue of this Agreement or any term or provision
herein, relieved or excused from any duties or obligations under the APA.
9.
HIPAA Compliance. The Manager agrees to take such steps as are necessary to ensure
compliance with the Health Insurance Portability and Accountability Act of 1996 (HIPAA), the
California Confidentiality of Medical Information Act, and other applicable federal and state
privacy laws and regulations (collectively, the “Privacy Laws”) with respect to the Hospital and
its operations, and the Corporation agrees not to take or voluntarily permit any actions which
violate Privacy Laws with respect to the Hospital or its operations. Toward this end, Parent
Company, the Manager, and the Corporation agree to execute and deliver that certain Business
Associate Agreement, attached hereto as Exhibit A and incorporated by reference herein, upon
execution of this Agreement.
10.
Further Assurances. Each of the parties hereto agree to execute and deliver any and all
further agreements, documents or instruments necessary to effectuate this Agreement and the
transactions referred to herein or contemplated hereby or reasonably requested by any other party
hereto to perfect or evidence their rights hereunder.
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11.
Relationship of Parties. In performing their duties and permitted activities under this
Agreement, Parent Company, the Manager, and the Corporation shall, at all times be acting and
performing as independent contractors. Parent Company, the Manager, and the Corporation are
not partners or joint venturers with each other and nothing herein shall be construed as making
them partners or joint venturers or imposing upon any of them any liability as partners or joint
venturers.
12.
Notices and Demands. All notices and demands, requests, consents, approvals, and other
similar communications under this Agreement shall be in writing and shall be sent by personal
delivery or by either (a) United States certified or registered mail, return receipt requested, postage
prepaid, or (b) Federal Express or similar generally recognized overnight carrier regularly
providing proof of delivery, addressed as follows:
If to the Corporation:

Seton Medical Center
c/o Verity Health System of California, Inc.
601 South Figueroa Street, Suite 4050
Los Angeles, CA 90017-5704
Attention: Chief Executive Officer

With copies to:
Tania Moyron, Esq.
(which copy shall not Dentons US LLP
constitute notice)
601 South Figueroa St., Suite 2500
Los Angeles, CA 90017-5704
and
Hope Levy-Biehl, Esq.
Davis Wright Tremaine LLP
865 S Figueroa St,
Los Angeles, CA 90017
If to Parent Company AHMC Healthcare Inc.
55 S. Raymond Ave., Suite 105
and/or
Alhambra, CA 91801
the Manager:
Attention: Jonathan Wu
Facsimile: 626-289-8952

With copies to:
AHMC Healthcare Inc., Legal Department
(which copies shall not 500 E. Main St., 5th Floor
constitute notice)
Alhambra, CA 91801
Attention: Maan-Huei Hung, Esq.
Facsimile: 626-248-3303
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Any notice so given by mail shall be deemed to have been given as of the date of delivery (whether
accepted or refused) established by U.S. Post Office return receipt or the overnight carrier’s proof
of delivery, as the case may be, whether accepted or refused. Any such notice not so given shall
be deemed given upon receipt of the same by the party to whom the same is to be given. Any
party hereto may designate a different address for itself by notice to the other party in accordance
with this Section 13.
13.
Expenses. Except for Parent Company’s and the Manager’s obligations to be responsible
for certain costs, fees, and expenses as set forth elsewhere in this Agreement, each party to this
Agreement shall pay its own expenses in connection with the preparation of this Agreement and
the consummation of the transactions contemplated hereby, including the fees of any attorneys,
accountants, financial advisors, investment bankers or other professionals engaged by such party.
14.
Entire Agreement. This Agreement, the Leaseback Agreement, and those provisions of
the APA expressly identified in this Agreement, contain the entire agreement among the parties
with respect to the subject matter hereof and supersede all prior agreements, arrangements, and
understandings relating to the subject matter hereof and thereof. There are no written or oral
agreements, understandings, representations, or warranties among the parties other than those set
forth in this Agreement, the Leaseback Agreement, and those provisions of the APA expressly
identified in this Agreement. Nothing in this Agreement modifies or shall be construed as
modifying any orders entered by the Bankruptcy Court.
15.
Amendment. This Agreement may not be modified, amended, altered or supplemented
except by a written agreement executed by all the parties hereto.
16.
Waiver. Waiver by any party of any breach or failure to comply with any provision of this
Agreement by any other party shall not be construed as or constitute, a continuing waiver of such
provision, or a waiver of any other breach of, or failure to comply with, any other provision of this
Agreement. No waiver of any such breach or failure or of any term or condition of this Agreement
shall be effective unless in a written notice signed by the waiving party and delivered, in the
manner required for notices generally, to each affected party.
17.
Severability. In case any provision of this Agreement shall be found by a court of
competent jurisdiction to be invalid, illegal or unenforceable, such provision shall be construed
and enforced as if it had been narrowly drawn so as not to be invalid, illegal or unenforceable, and
the validity, legality and enforceability of the remaining provisions of this Agreement shall not in
any way be affected or impaired thereby.
18.
Successors and Assigns. This Agreement shall be binding upon, and shall inure to the
benefit of, the parties hereto and their respective permitted successors and assigns. The
Corporation shall not be permitted to assign its rights or its obligations under this Agreement
without the prior consent of Parent Company and the Manager. The parties further acknowledge
and agree that the Manager may subcontract for any of the goods or services required to be
provided by the Manager pursuant to this Agreement, and the Manager may assign any of its rights
hereunder and/or delegate any of its obligations hereunder, so long as in each case the Manager
remains responsible for such subcontracted goods or services and for any of such Manager
obligations hereunder.
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19.
Attorneys’ Fees. In the event of any litigation or arbitration between the parties hereto
arising out of this Agreement, the prevailing party therein shall be allowed to recover from the
other party all court costs and reasonable attorneys’ fees which shall be fixed by the court or
arbitrator.
20.
Headings. The descriptive headings of sections and subsections of this Agreement are
inserted for convenience only and do not constitute a part of this Agreement and shall not affect in
any way the meaning or interpretation of this Agreement.
21.
Governing Law. This Agreement shall be governed by and construed in accordance with
the laws of the State of California without regard to its conflicts of laws principles or decisions.
22.
Jurisdiction. The parties agree that the Bankruptcy Court shall have exclusive personal
and subject matter jurisdiction over any action or proceeding with respect to any claim arising out
of or related to this Agreement, and any of the documents or transactions contained in or
contemplated by this Agreement; provided, however, that the parties agree that the United States
District Court for the Central District of California (together with the Bankruptcy Court, the
“Chosen Courts”) shall have exclusive jurisdiction over such claim if (i) the Bankruptcy Cases
are closed and if the Bankruptcy Cases are not reopened to adjudicate such claim after request by
the party bringing such claim or (ii) the Bankruptcy Court determines that it does not have
jurisdiction over such claim. Solely in connection with claims arising under this Agreement, or
any of the documents or transactions contemplated hereby, the parties (a) irrevocably submit to
the exclusive jurisdiction of the Chosen Courts, (b) waive any objection to laying venue in any
such action or proceeding in the Chosen Courts, (c) waive any objection that the Chosen Courts
are an inconvenient forum or do not have jurisdiction over any party hereto, and (d) agree that
service of process upon such party in any such action or proceeding shall be effective if notice is
given in accordance with Section 13 hereof.
23.
Commencement. The parties acknowledge that commencement of the Manager’s
Services under this Agreement is subject to and contingent upon the occurrence of the Closing (as
defined in the APA). The Management Period shall not commence, and the parties’ obligations
during the Management Period shall not commence, unless and until the Closing has occurred.
24.
Cooperation on Regulatory Compliance Matters. Parent Company and the Manager
understand and acknowledge that the Corporation intends to comply with applicable federal and
state laws, regulations, and guidance. In the event the terms of this Agreement need to be amended
or supplemented based on guidance from or at the request or direction of a regulator made during
the term of this Agreement, Parent Company and the Manager shall cooperate with such
amendment and/or supplement to ensure the Corporation’s ability to comply with such guidance,
request or directive.
25.
Counterparts. This Agreement may be executed by one or more of the parties hereto on
any number of separate counterparts (including by telecopy), and all of said counterparts taken
together shall be deemed to constitute one and the same instrument. It may be delivered by
facsimile or electronic transmission, including by e-mail as a PDF, and facsimile or PDF copies of
executed signature pages, which shall be binding as originals.
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Exhibit A To IMA
BUSINESS ASSOCIATE AGREEMENT
The Business Associate Agreement (“BA Agreement”) is entered into as of and is in
effect as of the first day of the Management Period (“Effective Date”) by and between Seton
Medical Center (“Covered Entity” or “CE”) and AHMC Healthcare, Inc. (“Business Associate”
or “BA”).
RECITALS
A.

CE provides certain Protected Health Information (as defined below and referred to
herein as “PHI”) to BA in the course of BA providing services under that certain Interim
Management Agreement entered into by CE and BA as of March 30, 2020 (the “IMA”)
and effective during the Management Period (as defined in the IMA).

B.

In order to protect the privacy of the PHI and to comply with HIPAA, the HIPAA
Regulations, and the California Confidentiality Laws (each as defined below), CE and
BA desire to enter into this BA Agreement setting forth the terms and conditions of the
use and disclosure of such PHI.

In consideration of the mutual promises set forth below, the parties agree as follows:
ARTICLE I: DEFINITIONS
1.1

General Rule. Capitalized terms not otherwise defined in this BA Agreement shall have
the same meaning as those terms have in the HIPAA Regulations.

1.2

HIPAA means the Health Insurance Portability & Accountability Act of 1996, P.L. 104191, as amended by the HITECH Act.

1.3

HIPAA Regulations means the regulations promulgated under HIPAA by the U.S.
Department of Health and Human Services, including, but not limited to, the Privacy
Rule, the Security Rule, and the Breach Notification Rule, as currently in effect and as
modified from time to time.

1.4

HITECH Act means Subtitle D of the Health Information Technology for Economic and
Clinical Health Act (“HITECH”), which is Title XIII of the American Recovery and
Reinvestment Act of 2009, P.L. 111-5.

1.5

Privacy Rule means the Standards for Privacy of Individually Identifiable Health
Information, codified at 45 CFR Parts 160 and 164, Subparts A and E, as currently in
effect and as modified from time to time.

1.6

Protected Health Information or “PHI” shall have the meaning given to the term
“Protected Health Information” under the Privacy Rule.
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1.7

Breach Notification Rule means the Standards for Notification in the Case of Breach of
Unsecured Protected Health Information, codified at 45 CFR Parts 160 and 164, Subparts
A and D, as currently in effect and as modified from time to time.

1.8

Security Rule means the Security Standards for the Protection of Electronic Protected
Health Information, codified at 45 CFR Parts 160 and 164, Subparts A and C, as
currently in effect and as modified from time to time.

1.9

California Confidentiality Laws means the laws of the State of California governing the
confidentiality of PHI, including, but not limited to, the California Confidentiality of
Medical Information Act (Cal. Civil Code §56 et seq.), the patient access law (Cal.
Health & Safety Code §123100 et seq.), the HIV test result confidentiality law (Cal.
Health & Safety Code §120975 et seq.), the Lanterman-Petris-Short Act (Cal. Wel. &
Inst. Code §5328 et seq.), the medical identity theft law (Cal. Civil Code §1798.82), and
the improper access notification law (Cal. Health & Safety Code §1280.15).
ARTICLE II: OBLIGATIONS OF BA

2.1

General Requirements. Except as otherwise limited in this BA Agreement, BA may use
or disclose PHI to perform functions, activities, or services for, or on behalf of, CE
pursuant to one or more services agreements between CE and BA (the “Services
Agreements”), as listed on Exhibit A to this BA Agreement, provided that such Use or
Disclosure would not violate HIPAA, the HIPAA Regulations, or the California
Confidentiality Laws if done by CE. BA and its agents and subcontractors shall only
request, use, and disclose the minimum amount of PHI necessary to accomplish the
purpose of the permitted Use or Disclosure. BA agrees to comply with all applicable
provisions in HIPAA, the HIPAA Regulations, and the California Confidentiality Laws.

2.2

Uses or Disclosures Permitted by Privacy Rule. As permitted by the Privacy Rule, BA
may use or disclose PHI: (a) as is necessary for the proper management and
administration of BA’s organization, or (b) to carry out the legal responsibilities of BA;
provided, however, that any permitted Disclosure to a third party must be either Required
By Law or subject to reasonable assurances obtained by BA from the third party that the
PHI will be held confidentially, and securely, and used or disclosed only as Required By
Law or for the purposes for which it was disclosed to such third party, and that any
breaches of confidentiality of the PHI which become known to such third party will be
immediately reported to BA. BA shall obtain the prior permission of CE before making
any such disclosure that is not Required by Law. BA shall notify CE in a timely manner
prior to making any Disclosure that is Required By Law, in order to afford CE the
opportunity to respond to the request for such a Disclosure.

2.3

Data Aggregation. BA may provide Data Aggregation services relating to the Health
Care Operations of CE.

2.4

Disclosures to Agents and Subcontractors. BA shall ensure that any agent or
subcontractor to whom it provides PHI agrees in writing to the same restrictions,
conditions, and requirements that apply to BA with respect to such PHI and as set forth
-2-
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herein regarding the Use and Disclosure and security of PHI, including, but not limited
to, implementation of administration, physical and technical safeguards, notice of
prohibited Use or Disclosure, mitigation of harmful effects, responses to requests for
access and amendment, and a term permitting immediate termination of the agent’s or
subcontractor’s agreement with BA for improper Use or Disclosure of PHI. BA shall
terminate its agreement with any agent or subcontractor to whom it provides PHI if such
agent or subcontractor fails to abide by any material term of such agreement.
2.5

Safeguards. BA shall implement and use appropriate safeguards as necessary to prevent
the Use or Disclosure of PHI in any manner that is not permitted by this BA Agreement,
including but not limited to, safeguards designed to limit incidental Uses or Disclosures
made pursuant to an otherwise permitted or required Use or Disclosure.

2.6

Security Rule Safeguards. To the extent that BA creates, receives, maintains, or
transmits electronic PHI, BA shall comply with the Security Rule and implement
administrative, physical and technical safeguards that reasonably and appropriately
protect the confidentiality, integrity, and availability of any electronic PHI that may be
transmitted in conformity with the requirements of the Security Rule and prevent the Use
or Disclosure of electronic PHI in any manner that is not permitted by this BA
Agreement.

2.7

Direct Access to CE’s Electronic Systems. If BA or its employees/agents are granted
direct access to CE’s electronic systems, BA will ensure that each of its employees and
agents has access to only what is required for each employee/agent to perform the
specific duties assigned by BA to that individual employee/agent pursuant to the Services
Agreement with CE. Further, BA will provide immediate notice when its
employees/agents are terminated or change roles or otherwise no longer have a need for
access, BA will routinely monitor the list of employees/agents with access, BA will
educate its employees/agents that sharing of login information among its
employees/agents is prohibited, and BA will provide CE with a list of its
employees/agents with access to CE’s electronic systems upon request by CE.

2.8

Minimum Necessary Use and Disclosure. In conducting functions and/or activities
under this BA Agreement or any other agreement between the parties hereto that involve
the use and/or disclosure of PHI, BA shall make reasonable efforts to limit the use and/or
disclosure of PHI to the minimum amount of information necessary as determined by CE
to accomplish the intended purpose of the use or disclosure.

2.9

Reporting. BA agrees to provide written notice to CE of any Use or Disclosure of PHI
that is in violation of this BA Agreement, the Privacy Rule, the California Confidentiality
Laws, or other applicable federal or state law, within five (5) calendar days of becoming
aware of such Use or Disclosure. BA shall also notify CE in writing within five (5)
calendar days of receipt of any complaint that BA receives concerning the handling of
PHI or compliance with this BA Agreement. BA further agrees to provide written notice
to CE of any Security Incident within five (5) calendar days of BA’s discovery of such
Security Incident.
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Notwithstanding the foregoing, BA shall immediately, and in no case longer than fortyeight (48) hours after, upon discovery of a Breach under HIPAA or breach under
applicable state law, report to CE such Breach/breach, consistent with HIPAA, the
HIPAA Regulations, and the California Confidentiality Laws. BA must also, without
unreasonable delay, identify each individual whose unsecured PHI has been, or is
reasonably believed to have been, accessed, acquired or disclosed as a result of the
Breach/breach, and provide such information to CE as needed in order to meet the data
breach notification requirements under the Breach Notification Rule and the California
Confidentiality Laws, and in any event within five (5) calendar days after the discovery
of the Breach/breach. The Breach shall be considered “discovered” when the BA knew
or reasonably should have known when the Breach occurred.
BA agrees to fully cooperate, coordinate with and assist CE in gathering the information
necessary to notify the affected individuals. BA agrees to cooperate with CE to ensure
that all such Breach/breach notices are sent without unreasonable delay, and in no case
more than five (5) business days from the discovery of the Breach/breach, as required
under the applicable California Confidentiality Laws. BA agrees that it shall be solely
responsible for all costs and expenses incurred by both CE and BA as a result of the
Breach/breach, including costs associated with mitigation, preparation and delivery of the
notices.
2.10

Mitigation. BA shall mitigate promptly, to the extent practicable, any harmful effect that
is known to BA of a Use or Disclosure of PHI by BA in violation of this BA Agreement,
the Privacy Rule, or other applicable federal or state law.

2.11

Requests for Restrictions. BA agrees to comply with requests for restrictions on Use or
Disclosure of PHI that CE has agreed to or is required to abide by under 45 C.F.R.
§164.522, to the extent that such restriction may affect BA’s use or disclosure of such
PHI.

2.12

Access and Amendment. To enable CE to fulfill its obligations under the Privacy Rule,
BA shall make PHI in Designated Record Sets that are maintained by BA or its agents or
subcontractors available to CE for inspection, copying or amendment within ten (10)
calendar days of a request by CE. If an Individual requests inspection, copying or
amendment of PHI directly from BA or its agents or subcontractors, BA shall notify CE
in writing within five (5) business days of receipt of the request, and shall defer to, and
comply with, CE’s direction in a timely manner regarding the response to the Individual
regarding the request for inspection, copying or amendment.

2.13

Accounting. BA shall implement a process for recording certain Disclosures of PHI by
BA (“Accounting Information”) in order to enable CE to comply timely with its
obligations under the Privacy Rule including, but not limited to, 45 CFR Section 164.528.
At a minimum, this Accounting Information shall include for each such Disclosure
recordation of (a) the name and date of birth of the Individual whose PHI was the subject
of the Disclosure; (b) the date of Disclosure; (c) the name and address of the recipient of
the PHI; (d) a brief description of the PHI disclosed; and (e) a brief statement of the
purpose for the Disclosure that reasonably informs the Individual of the basis for the
-4-
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Disclosure. Within ten (10) calendar days of notice from CE of a request for an
accounting of Disclosures of PHI, BA shall make available to CE this Accounting
Information. In addition, for any month in which BA makes a Disclosure of PHI, BA
shall provide Accounting Information during the subsequent month pertaining to CE, in a
format and medium specified by CE. If an Individual requests an accounting directly
from BA or its agents or subcontractors, BA must notify CE in writing within five (5)
business days of the request, and shall defer to, and comply in a timely manner with,
CE’s direction regarding the response to the Individual regarding the request for an
accounting.
2.14

Government Officials. BA shall make its internal practices, books and records relating
to the Use and Disclosure of PHI available to the Secretary of the U.S. Department of
Health and Human Services (“Secretary”) for purposes of determining CE’s compliance
with the Privacy Rule. BA shall notify CE regarding any PHI that BA provides to the
Secretary concurrently with providing such PHI to the Secretary, and upon CE’s request,
shall provide CE with a duplicate copy of such PHI.

2.15

Insurance and Indemnity. BA shall maintain or cause to be maintained sufficient
insurance coverage as shall be necessary to insure BA and its agents or subcontractors
against any claim or claims for damages arising under this BA Agreement. Such
insurance coverage shall apply to all sites of BA and to all services provided by BA or its
agents or subcontractors under this BA Agreement.
BA shall indemnify, hold harmless and defend CE and its affiliated entities from and
against any and all claims, losses, liabilities, costs and other expenses (including
reasonable attorneys’ fees and costs, and administrative penalties and fines) incurred as a
result of, or arising directly or indirectly out of or in connection with any act or omission
of BA, its agents or subcontractors, under this BA Agreement including, but not limited
to, negligent or intentional acts or omissions. The indemnification obligation of BA shall
survive termination of this BA Agreement.

2.16

Prohibition on Sale of PHI. BA agrees to comply with the prohibition of sale of PHI
without authorization unless an exception under 45 C.F.R. § 164.508 applies.

2.17

Compliance with CE's Obligations. To the extent that BA carries out CE's obligations
under HIPAA, the HIPAA Regulations, or the California Confidentiality Laws, BA shall
comply with all of the requirements of HIPAA, the HIPAA Regulations, and the
California Confidentiality Laws, in the performance of such obligations.
ARTICLE III: OBLIGATIONS OF CE

3.1

Notice of Privacy Practices. CE shall notify BA of limitation(s) in its notice of privacy
practices, in accordance with 45 CFR Section 164.520, to the extent such limitation
affects BA’s permitted Uses or Disclosures.

3.2

Individual Permission. CE shall notify BA of changes in, or revocation of, permission
by an Individual to use or disclose PHI, to the extent such changes affect BA’s permitted
Uses or Disclosures.
-5-

US_Active\114453229\V-1

Case 2:18-bk-20151-ER

Doc 4360 Filed 03/29/20 Entered 03/29/20 21:17:14
Main Document
Page 131 of 150

Desc

3.3

Restrictions. CE shall notify BA of restriction(s) in the Use or Disclosure of PHI that CE
has agreed to, in accordance with 45 CFR Section 164.522, to the extent such restriction
affects BA’s permitted Uses or Disclosures.

3.4

Prohibited Requests. CE shall not request BA to use or disclose PHI in any manner that
would not be permissible under HIPAA, the HIPAA Regulations, or the California
Confidentiality Laws, if done by CE.
ARTICLE IV: TERM AND TERMINATION

4.1

Term. This BA Agreement shall be effective as of the Effective Date, and shall continue
in effect with respect to each Services Agreement until: (i) this BA Agreement is
terminated in accordance with the provisions of Section 4.2 or (ii) the relevant Services
Agreement (in its entirety) is terminated; provided, however, that in the event that CE has
entered into more than one Services Agreements with BA and one or more, or a portion
of one or more, but not all, of such Services Agreements are terminated, this BA
Agreement shall terminate only with respect to the Services Agreement(s) (or portions
thereof) that have been terminated. Under such circumstances, this BA Agreement shall
continue in effect with respect to all Services Agreements (or portions thereof) between
CE and BA which have not been terminated.

4.2

Termination for Cause. In the event of either party’s material breach of this BA
Agreement, the non-breaching party may terminate this BA Agreement upon ten (10)
calendar days prior written notice to the breaching party in the event the breaching party
does not cure such breach to the reasonable satisfaction of the non-breaching party within
such ten (10) calendar day period. In the event that cure of a breach under this Section
4.2 is not reasonably possible, the non-breaching party may immediately terminate this
BA Agreement; or if neither termination nor cure is feasible, the non-breaching party
may, subject to all applicable legal privileges, report the violation to the Secretary of the
Department of Health and Human Services. Either party may terminate this BA
Agreement immediately if (a) the other party is named as a defendant in a criminal
proceeding for a violation of HIPAA, HIPAA Regulations, or the California
Confidentiality Laws, or (b) if a finding or stipulation that the other party has violated
any standard or requirement of HIPAA, the HIPAA Regulations, the California
Confidentiality Laws, or any other security or privacy law is made in any administrative
or civil proceeding in which that party has been joined.

4.3

Effects of Termination. Upon termination of the business relationship between the
parties and/or the BA Agreement for any reason, BA shall, at CE’s direction, return or
destroy all PHI that BA or its agents or subcontractors still maintain in any form, and
shall retain no copies of such PHI. Upon CE’s request, BA shall certify in writing that
such return or destruction has occurred. If BA determines that return or destruction is not
feasible, BA shall explain to CE in writing why conditions make the return or destruction
of such PHI not feasible. If CE agrees that the return or destruction of PHI is not feasible,
BA shall retain the PHI, subject to all of the protections of this BA Agreement, and shall
make no further Use or Disclosure of the PHI, except as for those purposes that make the
return or destruction of the PHI not feasible. In any event, upon termination of the
-6-
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business relationship between the parties and/or the BA Agreement, BA shall retain for
no less than six (6) years the Accounting Information compiled by BA pursuant to section
2.13 of this BA Agreement, and shall make such Accounting Information available to CE
within five (5) business days of a request.
4.4

Survival. The obligations of BA under this Article IV shall survive the termination of the
business relationship between the parties and/or the BA Agreement.
ARTICLE V: MISCELLANEOUS

5.1

Assistance. In the event of an administrative or judicial action commenced against CE
where BA may be at fault, in whole or in part, as the result of its performance under this
BA Agreement, BA agrees to defend or to cooperate with CE in the defense against such
action.

5.2

Subcontracts and Assignment. BA shall not subcontract its obligations, assign its
rights, or delegate its duties under this BA Agreement without the express written consent
of CE.

5.3

Amendment. If any modification to this BA Agreement is required for conformity with
federal or state law or if CE reasonably concludes that an amendment to this BA
Agreement is required because of a change in federal or state law, or by reason of CE’s
status as a business associate of another covered entity, CE shall notify BA of such
proposed modification(s) (“Required Modifications”). Such Required Modifications shall
be deemed accepted by BA and this BA Agreement so amended, if BA does not, within
thirty (30) calendar days following the date of the notice, deliver to CE its written
rejection of such Required Modifications. If BA submits a written rejection of the
Required Modification, CE may terminate its business relationship with BA upon thirty
(30) calendar days written notice, or such longer period as may be required by law. Other
modifications to this BA Agreement may be made on mutual agreement of the parties.

5.4

Business Relationship. Except as specifically required to implement the purposes of this
BA Agreement, and except to the extent inconsistent with this BA Agreement, all terms
of the business relationship between the parties shall remain in full force and effect. In
the event of a conflict between the terms of the business relationship between the parties
and this BA Agreement, this BA Agreement shall control.

5.5

Ambiguity. Any ambiguity in this BA Agreement relating to the Use and Disclosure of
PHI shall be resolved in favor of a meaning that furthers the obligations to protect the
privacy and security of the PHI, whether electronic or other medium, in accordance with
the Privacy Rule.

5.6

Primacy. To the extent that any provisions of this BA Agreement conflict with the
provisions of any other agreement or understanding between the parties, this BA
Agreement shall control with respect to the subject matter of this BA Agreement.

5.7

Third Party Beneficiaries. Except as expressly provided for in this BA Agreement or
the Privacy Rule, there are no third party beneficiaries to this BA Agreement.
-7-
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5.8

Independent Contractors. No provision of this BA Agreement is intended to create, nor
shall be deemed or construed to create, any employment, agency or joint venture
relationship between CE and BA other than that of independent entities contracting with
each other hereunder solely for the purpose of effectuating the provisions of this BA
Agreement. None of the parties nor any of their respective representatives shall be
construed to be the agent, employer, or representative of the other. The parties have
reviewed the factors to determine whether an agency relationship exists under the federal
common law of agency and it is not the intention of either CE or BA that BA constitute
an “agent” under such common law.

5.9

Counterparts; Facsimiles. This BA Agreement and any exhibits hereto may be executed
in one or more counterparts; each counterpart shall be deemed an original. Facsimile
copies hereof shall be deemed to be originals.

5.10

Notices. All notices required or permitted to be given under this BA Agreement shall be
in writing and shall be sufficient in all respects if delivered personally, by nationally
recognized overnight delivery service, or by registered or certified mail, postage prepaid,
addressed as set forth in the notice provisions under the IMA. Notice shall be deemed to
have been given upon transmittal thereof as to those personally delivered, upon the first
day after mailing as to those sent by nationally recognized overnight delivery service, and
upon the third day after mailing as to those sent by United States Mail. The above
addresses may be changed by giving notice in the manner provided for above.

IN WITNESS WHEREOF, the parties hereto have duly executed this BA Agreement to be
effective as of the Effective Date.
CE
Seton Medical Center

BA
AHMC Healthcare, Inc.

By:_______________________________
Name: ____________________________
Title: ____________________________

By:_______________________________
Name: ____________________________
Title: ____________________________
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Schedule 3.6 to IMA
Retained Contracts
To be completed by the parties, in accordance with both the IMA and that certain Asset Purchase
Agreement, dated as of March 30, 2020 by and between CE and BA and certain other entities
(the “APA”).
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SALE LEASEBACK AGREEMENT
This Sale Leaseback Agreement (the “Leaseback Agreement”) is made and entered into
as of March 30, 2020 (the “Signing Date”), by and among Seton Medical Center, a California
nonprofit public benefit corporation (the “Corporation”) on the one hand, and AHMC Healthcare
Inc., a California corporation (“Parent Company”) and a legal entity to be formed and controlled
by Parent Company (“Hospital Newco,” and collectively with Parent Company, the “Parent
Company Parties”) on the other hand. The Corporation, Parent Company, and Hospital Newco
may be referred to herein individually as a “Party,” and collectively as the “parties.”
RECITALS
A.
On August 31, 2018, the Corporation and certain of its affiliates each filed a
voluntary petition for relief (collectively, the “Bankruptcy Cases”) under chapter 11 of title 11 of
the United State Code (the “Bankruptcy Code”).
B.
The Bankruptcy Cases are jointly administered under Lead Case No. 18-20151 and
are currently pending in the Bankruptcy Court for the Central District of California in Los Angeles
(the “Bankruptcy Court”).
C.
Parent Company, on the one hand, and the Corporation, Verity Health System of
California, Inc., a California nonprofit public benefit corporation (“Verity”), and Verity Holdings,
LLC, a California limited liability company (“Verity Holdings”, and together with Verity and the
Corporation, “Sellers”), on the other, have entered into that certain Asset Purchase Agreement,
dated of even date herewith (the “APA”), which provides for the sale of the assets of the
Corporation and related assets (collectively, the “Assets”).
D.
The Corporation operates two general acute care hospitals under a single license,
consisting of: (i) the hospital known as Seton Medical Center, located at 1900 Sullivan Avenue,
Daly City, CA 94015, including the related hospital pharmacy, laboratory and emergency
department and (ii) the hospital known as Seton Medical Center Coastside, located at 600 Marine
Blvd, Moss Beach, CA 94038, including the related hospital pharmacy, laboratory and emergency
department (collectively, the “Hospital”), and such other locations where the Hospital’s services
are provided (collectively, the “Hospital Premises”).
E.
Parent Company designated its affiliate, Hospital Newco, as the owner of the
Corporation’s Assets purchased by Parent Company under the APA (the “Designation”), and its
affiliate _________________________ (the “Manager”) as the operator of the Hospital.
F.
Pursuant to Section 1.3 of the APA, the Corporation, Parent Company, and the
Manager, are entering into that certain Interim Management Agreement (“IMA”) of even date
herewith, and commencing at the Effective Time (as defined in the APA), to enable the Manager
to manage the day-to-day operations of the Hospital following the Closing (as defined in the APA)
until the Manager is issued the Licenses (as defined in the APA) necessary to operate the Hospital
(for the avoidance of doubt, that date will occur when the Manager is issued both a license to
operate the Hospital as an acute care hospital by the California Department of Public Health, and
a permit to operate a hospital-based pharmacy by the California Board of Pharmacy (collectively,
the “New Licenses”)).
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G.
Pursuant to the APA, at the Effective Time, Parent Company will purchase the
Hospital Assets, except for the Excluded Assets (as set forth in the APA). Also pursuant to the
APA, that portion of the Assets constituting drugs, dangerous devices, pharmacy systems, or other
pharmacy assets (the “Pharmacy Assets”) shall transfer to Parent Company (or its affiliate) as of
the Licensure Date (as defined in the APA).
H.
Immediately following the Closing, and until the Manager obtains the New
Licenses, the Parent Company Parties desire to lease back or license to the Corporation all of the
then-acquired Hospital Assets used in the operation of the Hospital, and the Corporation desires to
so lease or license such Hospital Assets from the Parent Company Parties on the terms and
conditions set forth herein. The Hospital Assets shall exclude the Pharmacy Assets, which the
Corporation shall own until the New Licenses are issued.
AGREEMENT
NOW, THEREFORE, in consideration of the covenants and conditions contained herein,
and for other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties hereby agree as follows:
1.
Definitions. Any capitalized term appearing herein that is not defined shall have
the same definition ascribed to it under the IMA or the APA (as designated when such term first
appears herein).
2.

Description of The Leased or Licensed Assets.

2.1 Leased or Licensed Assets. The Parent Company Parties hereby lease or
license to the Corporation, and the Corporation leases or licenses from the Parent Company Parties,
all of the Assets used in the operation of the Hospital, except for the Pharmacy Assets, which the
Corporation shall continue to own until the Licensure Date (as defined in the APA) (collectively,
the “Leased or Licensed Assets”). Specifically, the Leased or Licensed Assets shall include: (a)
the Hospital Premises (which shall be leased); (b) tangible personal property, including, but not
limited to, fixtures, furnishings, hard copy medical and financial records and equipment (including,
but not limited to, hardware to operate and run the electronic health record systems, hospital
operating systems, laboratory information systems, and financial reporting systems) (which shall
be leased); and (c) intangible intellectual property saved or embodied in the electronic health
record systems, hospital operating systems, laboratory information systems, and financial
reporting systems (which shall be licensed for use by the Corporation).
2.2 Management of Pharmacy and Use of Pharmacy Assets.
(a)
The Corporation shall at all times during the term of this Leaseback
Agreement be the owner of the Pharmacy Assets. The parties acknowledge, however, that under
the IMA, the Manager will be managing the Corporation’s pharmacy during the Management
Period (as defined in the IMA), and the Corporation therefore grants the Manager (i) access to
and authority to use the drugs, dangerous drug delivery devices, or other tangible pharmacy
assets, and (ii) a license to use the intangible intellectual property saved or embodied in the
pharmacy systems, in each case to the extent necessary for the Manager to fulfill its obligations
under the IMA.
2
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(b)
Pursuant to the IMA, the Corporation shall be responsible for
purchasing drugs and dangerous devices identified by the Manager as necessary for the operations
of the Hospital, and the Manager shall reimburse the Corporation for all costs and expenses
incurred for such purchases.
3.
Term; Termination. This Leaseback Agreement shall have a term coextensive with
the Management Period (as defined in the IMA) and shall automatically terminate upon the
termination of the IMA.
4.

Payments by the Parent Company Parties.

4.1 Utilities. The Parent Company Parties shall pay all utilities and services
supplied to the Hospital during the term hereof, including but not limited to water, gas, air
conditioning, heat, light, power, telephone service, and waste removal services.
4.2 Taxes. The Parent Company Parties shall pay all taxes, assessments, and
levies of any kind or nature whatsoever, including real property taxes, personal property taxes,
income taxes, employment taxes, and sales or use taxes, that are taxed, assessed, levied, invoiced
or imposed upon or against the Leased or Licensed Assets, the Hospital, and/or the Hospital
Premises, after the Effective Time.
4.3 Insurance. The Parent Company Parties shall pay for all insurance coverages,
including premiums, deductibles, stop-loss, and any other insurance covering the Leased or
Licensed Assets, the Pharmacy Assets, the Hospital, and the Hospital Premises during the term
hereof. The Parent Company Parties covenant and agree that the Leased or Licensed Assets, the
Pharmacy Assets, the Hospital, and the Hospital Premises are covered as of the date hereof and
will be covered at all times by general liability, fire, theft, business interruption, cyber, professional
liability, directors and officers insurance, employment practices liability, terrorism, workers’
compensation & employers’ liability, directors and officers, fiduciary, crime, punitive damages
excess liability, physical damage, property liability, automobile, storage tank, helipad and nonowned aviation, sexual misconduct and molestation, medical provider professional liability, and
provider capitation stop loss (managed care excess loss) insurance. All such insurance shall name
the Parent Company Parties and the Corporation as insureds as their respective interests may
appear.
4.4 Repairs and Maintenance: Alterations. The Parent Company Parties shall pay
all costs of repairing (including replacement of) and maintaining the Leased or Licensed Assets
and Hospital and every part thereof in good and sanitary order, condition and repair during the
term hereof, reasonable wear and tear excepted, including, without limitation, all costs of all
repairs, replacements and maintenance required by any applicable governmental law, statute,
ordinance, rule or regulation, including the California Office of Statewide Health Planning and
Development (OSHPD). The Corporation shall not make any alterations or changes to the Leased
or Licensed Assets, the Hospital or the Hospital Premises without prior written approval of the
Parent Company Parties, which may be given or withheld in the Parent Company Parties’ sole
discretion.
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4.5 Payment. Nothing in this Section 4 shall in any way limit, reduce, or otherwise
affect Parent Company’s payment obligations under the IMA or the APA.
5.
Use. The Leased or Licensed Assets shall be used for the operation of the Hospital,
subject to the terms of the APA and the IMA.
6.

Risk of Loss.

6.1 The Corporation assumes no risks or liability for damage to or injury occurring
to the Leased or Licensed Assets or Hospital during the term of this Leaseback Agreement by any
means whatsoever, including fire, storm, earthquake, vandalism, strike, accident or any other
casualty (collectively, “Casualty”), and the Parent Company Parties shall have all right, title, and
interest in and to the proceeds of any insurance it obtained and paid for covering such Casualty.
6.2 If, during the term of this Leaseback Agreement, action is initiated to take the
Hospital Premises or any portion thereof by eminent domain proceedings or by deed in lieu thereof
(collectively, “Condemnation”), the Parent Company Parties, and not the Corporation, shall have
all right, title, and interest in and to the award from the Condemnation.
6.3 In the event of a Casualty or Condemnation, neither the Parent Company
Parties nor the Corporation may terminate this Leaseback Agreement.
7.
Continued Access. Following termination of this Leaseback Agreement, and until
the entry of final decrees closing the Bankruptcy Cases, the Patient Care Ombudsman, appointed
by the United States Trustee pursuant to Bankruptcy Code § 333 and approved by the Bankruptcy
Court [see Docket No. 430], shall have continuing access to the Leased or Licensed Assets and
related personnel during normal business hours and upon at least one (1) business day’s prior
written notice to the Parent Company Parties, for the purpose of winding down the Corporation’s
affairs, in connection with any litigation or adversary proceedings, and to effectuate the chapter 11
plan as approved by the Bankruptcy Court.
8.

Miscellaneous.

8.1 Further Assurances. Each of the parties hereto agrees to execute and deliver
any and all further agreements, documents or instruments necessary to effectuate this Leaseback
Agreement and the transactions referred to herein or contemplated hereby or reasonably requested
by the other Party to perfect or evidence their rights hereunder.
8.2 Notices and Demands. All notices and demands, requests, consents,
approvals, and other similar communications under this Leaseback Agreement shall be in writing
and shall be sent by personal delivery or by either (a) United States certified or registered mail,
return receipt requested, postage prepaid, or (b) Federal Express or similar generally recognized
overnight carrier regularly providing proof of delivery, addressed as follows:
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If to the Corporation:

Seton Medical Center
c/o Verity Health System of California, Inc.
601 South Figueroa Street, Suite 4050
Los Angeles, CA 90017-5704
Attention: Chief Executive Officer

With copies to:
(which copy shall
constitute notice)

not

Tania Moyron, Esq.
Dentons US LLP
601 South Figueroa St., Suite 2500
Los Angeles, CA 90017-5704

and

Hope Levy-Biehl, Esq.
Davis Wright Tremaine LLP
865 S Figueroa St,
Los Angeles, CA 90017

If to the Parent Company AHMC Healthcare Inc.
Parties:
55 S. Raymond Ave., Suite 105
Alhambra, CA 91801
Attention: Jonathan Wu
Facsimile: 626-289-8952
With copies to:
(which copies shall
constitute notice)

AHMC Healthcare Inc., Legal Department
500 E. Main St., 5th Floor
not Alhambra, CA 91801
Attention: Maan-Huei Hung, Esq.
Facsimile: 626-248-3303
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Any notice so given by mail shall be deemed to have been given as of the date of delivery (whether
accepted or refused) established by U.S. Post Office return receipt or the overnight carrier’s proof
of delivery, as the case may be, whether accepted or refused. Any such notice not so given shall
be deemed given upon receipt of the same by the Party to whom the same is to be given. Any
Party hereto may designate a different address for itself by notice to the other parties in accordance
with this Section 8.2.
8.3 Payment of Expenses. Except for the Parent Company Parties’ obligation to
be responsible for certain costs, fees, and expenses as set forth elsewhere in this Leaseback
Agreement, each Party hereto shall bear its own legal, accounting, and other expenses incurred in
connection with the preparation and negotiation of this Leaseback Agreement and the
consummation of the transactions contemplated hereby, whether or not the transaction is
consummated.
8.4 Rent. The Corporation has prepaid the sum of One Thousand Dollars
($1,000.00), the receipt of which is hereby acknowledged by the Parent Company Parties, and the
Corporation shall not be required to pay the Parent Company Parties any additional rent under this
Leaseback Agreement.
8.5 Entire Agreement; Amendment; Waiver. This Leaseback Agreement, the
IMA, and those provisions of the APA expressly identified in this Leaseback Agreement contain
the entire agreement among the parties with respect to the subject matter hereof and supersede all
prior agreements, arrangements, and understandings relating to the subject matter hereof and
thereof. There are no written or oral agreements, understandings, representations, or warranties
among the parties other than those set forth in this Leaseback Agreement, the IMA, and those
provisions of the APA expressly identified in this Leaseback Agreement. Nothing in this Leaseback
Agreement modifies or shall be construed as modifying any orders entered by the Bankruptcy
Court. This Leaseback Agreement may not be modified or amended except in writing signed by
the parties hereto. No waiver of any term, provision or condition of this Leaseback Agreement in
any one or more instances, shall be deemed to be or be construed as a further or continuing waiver
of any such term, provision or condition of this Leaseback Agreement. No failure to act shall be
construed as a waiver of any term, provision, condition or rights granted hereunder.
8.6 Assignment. Neither this Leaseback Agreement nor the rights, duties or
obligations arising hereunder shall be assignable or delegable by the Corporation or the Parent
Company Parties without the prior written consent of the other parties, which may be granted,
denied or conditioned in such Party’s absolute discretion except that the Parent Company Parties
may assign this Leaseback Agreement in connection with any permitted assignment under the IMA.
Subject to the foregoing, this Leaseback Agreement shall be binding upon, and inure to the benefit
of, the respective successors and assigns of the parties hereto.
8.7 Joint Venture; No Third Party Beneficiaries. Nothing contained herein shall
be construed as forming a joint venture or partnership among the parties hereto with respect to the
subject matter hereof. The parties hereto do not intend that any third party shall have any rights
under this Leaseback Agreement.
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8.8 Captions. The section headings contained herein are for convenience only and
shall not be considered or referred to in resolving questions of interpretation.
8.9 Governing Law. This Leaseback Agreement shall be governed by and
construed in accordance with the laws of the State of California without regard to its conflicts of
laws principles or decisions.
8.10 Jurisdiction. The parties agree that the Bankruptcy Court shall have exclusive
personal and subject matter jurisdiction over any action or proceeding with respect to any claim
arising out of or related to this Leaseback Agreement, and any of the documents or transactions
contained in or contemplated by this Leaseback Agreement; provided, however, that the parties
agree that the United States District Court for the Central District of California (together with the
Bankruptcy Court, the “Chosen Courts”) shall have exclusive jurisdiction over such claim if (i)
the Bankruptcy Cases are closed and if the Bankruptcy Cases are not reopened to adjudicate such
claim after request by the Party bringing such claim or (ii) the Bankruptcy Court determines that it
does not have jurisdiction over such claim. Solely in connection with claims arising under this
Leaseback Agreement, or any of the documents or transactions contemplated hereby, the parties (a)
irrevocably submit to the exclusive jurisdiction of the Chosen Courts, (b) waive any objection to
laying venue in any such action or proceeding in the Chosen Courts, (c) waive any objection that
the Chosen Courts are an inconvenient forum or do not have jurisdiction over any Party hereto, and
(d) agree that service of process upon such Party in any such action or proceeding shall be effective
if notice is given in accordance with Section 8.2 hereof
8.11 Conditions to Effectiveness. The parties acknowledge that this Leaseback
Agreement is subject to and contingent upon the occurrence of the Closing under the APA. This
Leaseback Agreement shall not be effective, nor shall any Party have any obligations hereunder,
unless and until the Closing under the APA has occurred.
8.12 Cooperation on Regulatory Compliance Matters. The Parent Company Parties
understand and acknowledges that the Corporation intends to comply with applicable federal and
state laws, regulations, and guidance, as well as the requirements or recommendations of any
accrediting agencies. In the event the terms of this Leaseback Agreement need to be amended or
supplemented based on guidance from or at the request or direction of a regulator made during the
term of this Leaseback Agreement, the Parent Company Parties shall cooperate with such
amendment and/or supplement to ensure the Corporation’s ability to comply with such guidance,
request, recommendation or directive.
8.13 Transition Services Agreement. Pursuant to Section 1.4.8 and Section 1.5.8
of the APA, the Sellers and Parent Company will enter into a Transition Services Agreement to
facilitate the winding down of the Sellers’ businesses, the completion of the Bankruptcy Cases, and
the dissolution of the Sellers. The parties hereto shall cooperate with each other to enable the
Corporation and the Parent Company Parties to carry out their obligations under, and give effect to
the terms of, the Transition Services Agreement.
8.14 Fair Meaning. This Leaseback Agreement shall be construed according to its
fair meaning and as if prepared by all parties hereto.
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8.15 Counterparts. This Leaseback Agreement may be executed by one or more of
the parties hereto on any number of separate counterparts (including by telecopy), and all of said
counterparts taken together shall be deemed to constitute one and the same instrument. This
Leaseback Agreement may be delivered by facsimile or electronic transmission, including by email as a PDF, and facsimile or PDF copies of executed signature pages, which shall be binding as
originals.
[Signature Page Follows.]
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1
2
3
4
5
6
7

DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

10
11
12

Proposed Attorneys for the Chapter 11 Debtors and
Debtors In Possession
UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
In re

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,
Debtors and Debtors In Possession.

13

 Affects All Debtors

14
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PLEASE TAKE NOTICE that, on March ___, 2020, the above-captioned debtors and
debtors in possession (the “Debtors”), filed the Debtors’ Notice of Motion and Motion to Approve
Terms and Conditions of a Private Sale of Certain of the Debtors’ Assets Related to Seton
Medical Center to AHMC Healthcare, Inc. [Docket No. ____] (the “Motion”). 1
PLEASE TAKE FURTHER NOTICE that, on ____________, 2020, the Court entered
an Order [Docket No. ____] (the “Order”) approving, among other things, the sale (the “Sale”)
pursuant to that certain asset purchase agreement (the “APA”) as set forth more fully in the
Motion, which Order governs (i) the sale of certain assets (the “Purchased Assets”) of Verity
Health System of California, Inc. (“VHS”), Verity Holdings, LLC (“Holdings”), and Seton
Medical Center (“Seton” and, together with VHS and Holdings, the “Sellers”), and (ii) procedures
for the assumption and assignment of certain of the Sellers’ executory contracts and unexpired
leases.
PLEASE TAKE FURTHER NOTICE that the Motion also seeks Court approval of the
Sale of the Purchased Assets to AHMC Healthcare, Inc. (“AHMC”), free and clear of all liens,
claims, interests and encumbrances pursuant to § 363 of the Bankruptcy Code, 11 U.S.C. § 101,
et seq. including the assumption by the Debtors and assignment to AHMC of certain executory
contracts and unexpired leases pursuant to § 365 of the Bankruptcy Code (the “Assumed
Executory Contracts”), with such liens, claims, interests and encumbrances to attach to the
proceeds of the Sale with the same priority, validity and enforceability as they had prior to such
Sale.
PLEASE TAKE FURTHER NOTICE that the Court held a hearing (the “Sale
Hearing”) on _____________, 2020, at 10:00 a.m. (Pacific Time), approving the Sale. The Court
set a further hearing to be held on ___________, 2020, at 10:00 a.m. (prevailing Pacific Time),
before the United States Bankruptcy Court for the Central District of California, 255 E. Temple
St., Los Angeles, California 90012, Courtroom 1568 concerning any objections to the assumption
and assignment of the Assumed Executory Contracts (the “Assumption Objection Hearing”). The
Assumption Objection Hearing may be adjourned from time to time without further notice to
creditors or parties in interest other than by announcement of the adjournment in open court on
the date scheduled for the Assumption Objection Hearing.
PLEASE TAKE FURTHER NOTICE that, consistent with the Order, the Debtors may
seek to assume an executory contract or unexpired lease to which you may be a party. The
Assumed Executory Contract(s) are described on Exhibit A attached to this Notice. The amount
shown on Exhibit A hereto as the “Cure Amount” is the amount, if any, which the Debtors assert
is owed to cure any defaults existing under the respective Assumed Executory Contract.
PLEASE TAKE FURTHER NOTICE that, if you (i) disagree with the Cure Amount
shown for the Assumed Executory Contract(s) on Exhibit A to which you are a party, and/or
(ii) object to the assumption and assignment of the Assumed Executory Contract with respect to
1

Capitalized terms not otherwise defined herein shall have the meanings ascribed to them in the
Motion.
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AHMC’s ability to provide adequate assurance of future performance under the Assumed
Executory Contract, then you must file in writing with the United States Bankruptcy Court for the
Central District of California, 255 E. Temple St., Los Angeles, California 90012, an objection on
or before 5:00 p.m. (prevailing Pacific Time) __________, 2020. Any objection must set forth
the specific default or defaults alleged and set forth any cure amount as alleged by you. If a
contract or lease is assumed and assigned pursuant to a Court order approving same, then unless
you properly file and serve an objection to the Cure Amount contained in this Notice, you will
receive at the time of the closing of the sale (or as soon as reasonably practicable thereafter), the
Cure Amount set forth herein, if any. Any counterparty to an Assumed Executory Contract that
fails to timely file and serve an objection to the Cure Amounts shall be forever barred from
asserting that a Cure Amount is owed in an amount in excess of the amount, if any, set forth in
the attached Exhibit A.
PLEASE TAKE FURTHER NOTICE that any objection you may file must be served
so as to be received by the following parties by the applicable objection deadline date and time:
(i) counsel to the Debtors: Dentons US LLP, 601 S. Figueroa Street, Suite 2500, Los Angeles,
CA 90017 (Attn: Tania M. Moyron (tania.moyron@dentons.com)); (ii) the Debtors’ Investment
Banker: Cain Brothers, a division of KeyBanc Capital Markets, 1 California Street, Suite 2400,
San Francisco, CA 94111 (Attn: James Moloney (jmoloney@cainbrothers.com)); (iii) counsel to
the Official Committee: Milbank, Tweed, Hadley & McCloy LLP, 2029 Century Park East, 33rd
Floor, Los Angeles, CA 90067 (Attn: Gregory A. Bray (gbray@milbank.com)); (iv) counsel to
the Master Trustee and Series 2005 Bond Trustee: Mintz, Levin, Cohn, Ferris, Glovsky and
Popeo, P.C., One Financial Center, Boston, MA 02111 (Attn: Daniel S. Bleck and Paul Ricotta
(dsbleck@mintz.com, pricotta@mintz.com)); (v) counsel to the Series 2015 Notes Trustee:
McDermott Will & Emergy LLP, 444 West Lake Street, Suite 4000, Chicago, IL 60606 (Attn:
Nathan F. Coco and Megan Preusker (ncoco@mwe.com; mpreusker@mwe.com)); (vi) counsel to
the Series 2017 Notes Trustee: Maslon, LLP, 3300 Wells Fargo Center, 90 South Seventh Street,
Minneapolis, MN 55402 (Attn: Clark Whitmore (clark.whitmore@maslon.com)); and (vii)
counsel to the MOB Lenders: Jones Day, 250 Vesey Street, New York, NY 10281 (Attn: Bruce
Bennett,
Benjamin
Rosenblum,
and
Peter
Saba
(bbennett@jonesday.com,
brosenblum@jonesday.com, psaba@jonesday.com).
PLEASE TAKE FURTHER NOTICE that AHMC shall be responsible for satisfying
any requirements regarding adequate assurance of future performance that may be imposed under
11 U.S.C. §§ 365(b) and (f) in connection with the proposed assignment of any Assumed
Executory Contract. The Court shall make its determinations concerning adequate assurance of
future performance under the Assumed Executory Contracts pursuant to 11 U.S.C. §§ 365(b) and
(f) at the Assumption Objection Hearing.
PLEASE TAKE FURTHER NOTICE that except to the extent otherwise provided in
the AHMC APA, the Debtors and the Debtors’ estates shall be relieved of all liability accruing or
arising after the assumption and assignment of the Assumed Executory Contracts pursuant to 11
U.S.C. § 365(k).
PLEASE TAKE FURTHER NOTICE that Assumption Objections may be resolved by
the Court at the Assumption Objection Hearing, or at a separate hearing either before or after the
Assumption Objection Hearing.
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PLEASE TAKE FURTHER NOTICE that nothing contained herein shall obligate the
Debtors to assume any Assumed Executory Contracts or to pay any Cure Amount.
PLEASE TAKE FURTHER NOTICE THAT IF YOU DO NOT TIMELY FILE AND
SERVE AN OBJECTION AS STATED ABOVE, THE COURT MAY GRANT THE RELIEF
REQUESTED IN THE MOTION WITH NO FURTHER NOTICE.
PLEASE TAKE FURTHER NOTICE THAT ANY COUNTERPARTY TO ANY
ASSUMED EXECUTORY CONTRACT WHO DOES NOT FILE A TIMELY OBJECTION TO
THE CURE AMOUNT FOR SUCH ASSUMED EXECUTORY CONTRACT IS DEEMED TO
HAVE CONSENTED TO SUCH CURE AMOUNT.
Dated: _________, 2020

9
DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

Doc 4360 Filed 03/29/20 Entered 03/29/20 21:17:14
Main Document
Page 149 of 150

DENTONS US LLP
SAMUEL R. MAIZEL
TANIA M. MOYRON

10
By

11
12

[DRAFT]
Tania M. Moyron

Attorneys for the Chapter 11 Debtors and
Debtors In Possession

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

-3US_Active\114444975\V-1

Case 2:18-bk-20151-ER

1

Exhibit A

2

(Assumed Executory Contracts)

3
4
5
6
7
8
9
DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

Doc 4360 Filed 03/29/20 Entered 03/29/20 21:17:14
Main Document
Page 150 of 150

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

US_Active\114444975\V-1

Desc

#4

Title 11, California Code of Regulations, § 999.5(d)(1)(C)
A statement of all of the reasons the board of directors of applicant believes that the
proposed agreement or transaction is either necessary or desirable

The VHS Board of Directors (the “VHS Board”) has met regularly to oversee and direct the
Bankruptcy Cases, including reviewing and making determinations regarding the hiring of
professionals, the filing of the Bankruptcy Cases, use of cash collateral, “debtor-in-possession”
financing through loan agreements with Ally Bank, the sale of assets and oversight of operations,
and a multitude of other matters addressed by motion, pleadings and Court order.
In its prior application in the context of the SGM transaction, VHS explained in great detail its
extensive efforts to market and ultimately sell the Seton Facilities (among its other assets). Those
efforts robust marketing efforts spanned 21 months. In this submission, VHS does not recount all
of those marketing efforts or the Court approval of the prior sale that ultimately failed after SGM
did not close. Instead, for purposes of this submission, VHS focuses on the renewed sale process
and contemplated sale of the Seton Facilities to AHMC.
After the failed sale to SGM, Cain commenced a new marketing process to identify parties
potentially interested in acquiring the Seton Facilities as a going concern. Cain contacted select
parties that had previously expressed interest in the Seton facilities. In addition, Cain updated the
Seton Facilities Confidential Information Memorandum. On January 10, 2020, two bidders
submitted non-binding Indications of Interest to acquire the Seton Facilities as operating facilities.4
Of these two bidders, one opted not to move forward with its bid, leaving AHMC as the sole
remaining bidder. A copy of AHMC’s January 10, 2020 Indication of Interest is attached to this
Section 999.5(d)(1)(C) as Exhibit 1.The Applicant entered into substantive negotiations with
AHMC, which ultimately resulted in the APA.
Additionally, there were several unsolicited “Offers to Purchase” subsequently submitted.
Specifically:


On February 13, 2020, SGM submitted an unsolicited “Offer to Purchase” the Seton
Facilities for “Sixty Million Dollars ($60,000,000.00) cash at Closing” (the “SGM Seton
Offer”), a copy of which is attached to this Section 999.5(d)(1)(C) as Exhibit 2. The SGM
Seton Offer was subject to certain closing conditions, including transfer of Seton’s MediCal and Medicare provider agreements free and clear of successor liability and California
Attorney General approval, and provides for a seven-day due diligence period.



On February 25, 2020, SGM submitted an unsolicited “Offer to Purchase” the “four
properties that are the subject of the Verity-SGM APA” (the “SGM System Offer”), a copy
of which is attached to this Section 999.5(d)(1)(C) as Exhibit 3. The SGM System Offer

Applicant did receive a few other Indications of Interest from prospective buyers not intending to operate the Seton
Facilities as a hospital. We have not addressed these Indications of Interest in this submission.
4
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requested that VHS “give our proposal serious consideration” and provide input on their
intention to, among other things, “[q]ualify SGM as a bidder for St. Francis.”


On March 6, 2020, an entity named “Global Medical Center San Mateo County, LLC,
wholly owned by Dr. Kali P. Chaudhuri” (“GMC”) submitted an unsolicited “Offer to
Purchase Seton Assets” (the “GMC Seton Offer”), a copy of which is attached to this
Section 999.5(d)(1)(C) as Exhibit 4. The GMC Seton Offer proposed to acquire the Seton
Facilities for “Fifty Million Dollars ($50,000,000.00) cash at Closing”— $10 million less
than the $60 million SGM Seton Offer. The GMC Seton Offer was subject to certain
closing conditions, including transfer of Seton’s Medi-Cal and Medicare provider
agreements free and clear of successor liability and California Attorney General approval,
and provides for a seven-day due diligence period. The GMC Seton Offer purports to
withdraw the SGM Seton Offer on behalf of SGM.



On April 17, 2020, GMC submitted additional draft Asset Purchase Agreements and other
related documents in supports of its proposed acquisition of the Seton Facilities, a copy of
which is included with the Supplement to Motion Re Unsolicited Submission of Draft Asset
Purchase Agreement by KPC Global Medical Center Of San Mateo County, LLC Related
to Proposed Private Sale Of Seton Medical Center To AHMC Healthcare Inc. [Docket No.
4624] attached to this Section 999.5(d)(1)(C) as Exhibit 5.

VHS determined that the GMC Seton Offer, SGM Seton offer, SGM System Offer (or any other
bid from SGM, its insiders, or affiliates) was subject to significant and unacceptable risks given
the history and course of dealing with SGM and related parties over the period of nearly one year
in connection with the failed SGM transaction. VHS further determined that these offers yielded
negative value given the risk that SGM, or its affiliate GMC, would again not close an agreed upon
transaction and the resulting operating losses that would be incurred during the regulatory review
and approval of the sale. Accordingly, VHS did not engage in negotiations with GMC or otherwise
respond to the GMC Seton Offer and subsequent submissions beyond the responsive pleadings
submitted as part of the Bankruptcy Cases.
On April 17, 2020, GMC submitted a draft asset purchase agreement that posed a high
transactional risk to closing and collection of sale proceeds. On April 21, 2020, GMC filed a notice
with the Bankruptcy Court formally withdrawing its prior offers for the purchase of the Seton
Facilities. For further details see the Notice By KPC Global Medical Center Of San Mateo County,
LLC Of Offers To Purchase Seton Assets [Docket No. 4622] attached to this Section 999.5(d)(1)(C)
as Exhibit 6. For further details see the Supplement To Motion Re Unsolicited Submission Of
Draft Asset Purchase Agreement By KPC Global Medical Center Of San Mateo County, LLC
Related To Proposed Private Sale Of Seton Medical Center To AHMC Healthcare Inc. [Docket
No. 4624] attached to this Section 999.5(d)(1)(C) as Exhibit 5.
In contrast to the unsolicited offers, VHS determined that pursuing the contemplated Transaction
and proposed APA with AHMC represents a sound business decision because, among other factors:


The strong likelihood that the parties will be able to close the Transaction given its “all
cash” structure and AHMC’s demonstrated financial ability.

4827-4558-8919v.7 0115205-000006



It entrusts the Seton Facilities to a proven operator of hospitals with a positive record of
rehabilitating hospitals that is committed to preserving the Seton Facilities’ employee and
trade vendor relationships.



AHMC has expressed its commitment to addressing the COVID-19 healthcare emergency
by continuing to partner with the State of California after the Transaction closes.

The Bankruptcy Court concluded that the decision not to consider the unsolicited offers and to
instead proceed with a sale to AHMC “was an appropriate exercise of business judgment” and that
VHS had “reached this decision in good faith.” See April 22, 2020 Tentative Ruling, a copy of
which is attached to this Section 999.5(d)(1)(C) as Exhibit 7.
The Bankruptcy Court also held that “[t]he terms and conditions of the APA and the other
Transaction Documents, including, without limitation, the consideration provided in respect
thereof, are fair and reasonable,” and that “[t] he consideration provided by AHMC is fair, adequate
and constitutes reasonably equivalent value and fair consideration under the Bankruptcy Code and
any other applicable laws of the United States or any of its jurisdictions or subdivisions, including
the State of California.” See Sale Order [Docket No. 4634]. The Bankruptcy Court further held
as follows:
The Debtors solicited offers for the Purchased Assets. The sale process was
conducted in a non-collusive manner and the sale to AHMC is in the best interests
of the Debtors, their estates, creditors, and stakeholders. The Debtors properly
consulted with the Prepetition Secured Creditors and the Committee prior to
selecting AHMC’s bid as the highest and best offer for the Purchased Assets. The
transfer and sale of the Purchased Assets to AHMC on the terms set forth in the
APA constitutes the highest and best offer for the Purchased Assets and will provide
a greater recovery for the Debtors’ estates than would be provided by any other
available alternative. The Debtors’ determination that the APA constitutes the
highest or best offer for the Purchased Assets constitutes a valid and sound exercise
of the Debtors’ business judgment.
Further, based on the foregoing, the Bankruptcy Court found that the Debtors had adequately
marketed the assets, and that the marketing efforts and sale process was sufficient to establish the
purchase price as the fair market value for the assets. The Bankruptcy Court reached this
conclusion because it recognized, as established by legal precedent, that fair market value is the
price an arm-length purchaser is willing to pay and a seller is willing to accept. As the Bankruptcy
Court noted in reviewing the earlier sale of OCH and SLRH from the health system, “‘fair market
value’ means the most likely price that the assets being sold would bring in a competitive and open
market under all conditions requisite to a fair sale, the buyer and seller, each acting prudently,
knowledgeably and in their own best interest, and a reasonable time being allowed for exposure in
the open market.” VHS has satisfied all those factors in conducting the process which has led to
the filing of this application. It has marketed the assets far and wide, for a long time, and, finally,
the assets were sold in a competitive and open market, with the buyer and seller each acting in
furtherance of their own interests. The AHMC purchase price is the fair market value of the assets
being sold.
4827-4558-8919v.7 0115205-000006

For further details regarding VHS’ efforts to sell the Seton Facilities and related due diligence
regarding, please see the following attached documents:
1.

Advisor Presentation to the Seton Medical Center Board on March 27, 2020, attached
to this Section 999.5(d)(1)(C) as Exhibit 8.

2.

Advisor Presentation to the VHS Board on March 27, 2020, attached to this Section
999.5(d)(1)(C) as Exhibit 9.

3.

Seton Medical Center Board resolutions of March 27, 2020 recommending the sale of
the Seton Facilities to AHMC pursuant to a private sale, attached to this Section
999.5(d)(1)(C) as Exhibit 10.

4.

VHS resolutions as sole member of Verity Holdings, LLC of March 27, 2020,
approving the sale of the Seton Facilities to AHMC pursuant to a private sale, attached
to this Section 999.5(d)(1)(C) as Exhibit 11.

5.

VHS Board Resolutions of March 27, 2020 approving the sale of the Seton Facilities
to AHMC pursuant to a private sale, attached to this Section 999.5(d)(1)(C) as Exhibit
12.
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ADDITIONAL EXHIBITS AND SCHEDULES OMITTED
The schedules and the exhibits to the Asset Purchase Agreement are omitted and will be
filed subsequently, except for Exhibit 4.9 to the Asset Purchase Agreement, the Interim
Management Agreement and the Sale Leaseback Agreement, which are attached hereto.
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Exhibit 4.9 to APA
Transferred Private Payor Agreements
1.

Definitions:

“Payor” means the non-debtor counter-party to a Private Payor Agreement.
“Purchaser Contracted Payment” means the contractual reimbursement or payment due
from a Payor (i) to Sellers under a Private Payor Agreement for covered goods or services rendered
by Hospital under such agreement with a date of service after the Effective Time and prior to the
Licensure Date, and (ii) to Purchaser under a Transferred Private Payor Agreement for covered
goods and services rendered by Hospital under such agreement with a date of service after the
Licensure Date; and (iii) to Purchaser with respect to any Medi-Cal managed care plan
payments relating to the QAF Program received after Closing, as addressed at Section 1.7(k)
of the Agreement.
“Purchaser Overpayment” means an overpayment made by a Payor on account of a
Purchaser Contracted Payment.
“Purchaser Receivables” means accounts (as that term is defined in the Uniform
Commercial Code) earned by Purchaser (a) under any Private Payor Agreement pursuant to the
IMA for covered goods and services rendered between the period from the Effective Time through
the Licensure Date, and (b) under any Transferred Private Payor Agreement for covered goods
and services rendered after the Licensure Date or otherwise relating to any Purchaser
Contracted Payment.
“Seton Contracted Payment” means the contractual reimbursement due from a Payor to
Sellers under a Private Payor Agreement for covered goods or services rendered by Hospital under
such agreement with a date of service on or prior to the Effective Time.
“Seton Overpayment” means an overpayment made by a Payor on account of a Seton
Contracted Payment.
“Seton Receivables” means Accounts Receivable earned under any Private Payor
Agreement for goods and services provided prior to the Effective Time.
“True-up” shall refer to the following reconciliation procedure: On the last business day
of each calendar quarter (or partial calendar quarter) commencing on the Licensure Date through
December 31, 2021, (a) Sellers shall identify and report to Purchaser the amount and other
applicable details of any Purchaser Overpayment that has been remitted to Sellers during the
reporting period, and (b) Purchaser shall identify and report to Sellers the amount and other
applicable details of any Seton Overpayment that has been remitted to Purchaser during the
reporting period. For each reporting period, the foregoing amounts shall be offset and any net
balance shall be paid by Sellers or Purchaser, as applicable, to the other party not later than five
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business days following the date of delivery of each quarterly report. Sellers and Purchaser shall
resolve any discrepancies in their respective reports under Section 12.1 of this Agreement.
2.
Seller Responsibility. Sellers shall be responsible, vis-à-vis the Payors, for any
Seton Overpayment that is remitted either to Sellers or to Purchaser. Purchaser agrees, however,
that any Seton Overpayment that is remitted to Purchaser shall be subject to True-Up. Sellers
agree to indemnify and hold harmless Purchaser for any Seton Overpayment that is deducted from,
or recouped against, any Purchaser Receivables, and in furtherance thereof Sellers agree that,
pursuant to the terms of the Indemnity Escrow Agreement to be entered into between the parties,
Purchaser shall be authorized to withdraw from the Indemnity Escrow Fund, upon Purchaser’s
written instruction to the escrow agent and with written notice to Sellers, any Seton Overpayment
that is deducted from, or recouped against, any Purchaser Receivables. Notwithstanding the
foregoing, in the event that Sellers dispute any such Seton Overpayment claim and prevail in such
claim, to the extent that Purchaser is later credited for any such Payor deduction or recoupment
against any Purchaser Receivables for which Purchaser had withdrawn funds from the Indemnity
Escrow Fund as provided for herein, then Purchaser shall remit funds equal to such credit to Sellers
within five (5) business days after Purchaser receives such credit.
3.
Purchaser Responsibility. Purchaser shall be responsible, vis-à-vis the Payors,
for any Purchaser Overpayment that is remitted either to Purchaser or to Sellers. Sellers agree,
however, that any Purchaser Overpayment that is remitted to Sellers shall be subject to True-Up.
Purchaser agrees to indemnify and hold harmless Sellers for any Purchaser Overpayment that is
deducted from, or recouped against, any Seton Receivables.
4.
Payor Disputes. Nothing in this Agreement shall affect the applicable party’s right
to dispute or appeal the validity of any alleged Seton Overpayment or alleged Purchaser
Overpayment.
5.
Adequate Assurance. The Seller and Purchaser agree to cooperate to confirm the
provisions of this Exhibit 4.9 with any Payor under a Transferred Private Payor Agreement in
order to provide adequate assurances of cure and compensation to such Payor pursuant to Sections
365(b) and (f) of the Bankruptcy Code. Sellers and Purchaser acknowledge and agree that (a) the
Sale Order shall authorize a Payor to continue to exercise its defenses to reimbursement for
covered goods and services based on an overpayment, and (b) overpayments do not constitute
Cure Costs under this Agreement. If a Payor not relating to the QAF Program (which are also
separately addressed in the Agreement) does not agree to the provisions of this Exhibit at least
thirty (30) days prior to the Closing Date, such Private Payor Agreement shall be removed from
Schedule 1.11(c) and shall be an Excluded Assetprovided, however, that with respect to any
Medi-Cal managed care plan Payors related the QAF Program, the parties shall continue to
use their best efforts to seek agreement with such Payors until Closing and upon reaching
such agreement they will added Schedule 1.11(c).
6.
Payor Release. Following the Licensure Date, pursuant to Section 365(k) of the
Bankruptcy Code, Sellers shall be relieved and released by a Payor from any obligation to any
Payor on account of any overpayment or otherwise under any Transferred Private Payor
Agreement.
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GARY E. KLAUSNER (SBN 69077)
JEFFREY S. KWONG (SBN 288239)
LEVENE, NEALE, BENDER, YOO & BRILL L.L.P.
10250 Constellation Boulevard, Suite 1700
Los Angeles, CA 90067
Telephone: (310) 229-1234
Facsimile: (310) 229-1244
Email: GEK@LNBYB.COM; JSK@LNBYB.COM
KEVIN D. RISING (SBN 211663)
Kevin.Rising@btlaw.com
L. RACHEL LERMAN (SBN 193080)
Rachel.Lerman@btlaw.com
JOEL R. MEYER (SBN 247620)
Joel.Meyer@btlaw.com
BARNES &THORNBURG LLP
2029 Century Park East Suite 300
Los Angeles, CA 90067-2904
Telephone: (310) 284-3871
Attorneys for KPC Global Medical Center of San Mateo County, LLC
UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA
LOS ANGELES DIVISION
In re
LEAD CASE NO.: 2:18-bk-20151-ER
CHAPTER: 11
VERITY HEALTH SYSTEM OF
JOINTLY ADMINISTERED WITH:
CALIFORNIA, INC., et al.,
CASE NO.: 2:18-bk-20162-ER
Debtors and Debtors in Possession.
CASE NO.: 2:18-bk-20163-ER
CASE NO.: 2:18-bk-20164-ER
CASE NO.: 2:18-bk-20165-ER
 Affects All Debtors
CASE NO.: 2:18-bk-20167-ER
 Affects Verity Health System of California, CASE NO.: 2:18-bk-20168-ER
Inc.
CASE NO.: 2:18-bk-20169-ER
 Affects O’Connor Hospital
CASE NO.: 2:18-bk-20171-ER
 Affects Saint Louise Regional Hospital
CASE NO.: 2:18-bk-20172-ER
 Affects St. Francis Medical Center
CASE NO.: 2:18-bk-20173-ER
 Affects St. Vincent Medical Center
CASE NO.: 2:18-bk-20175-ER
 Affects Seton Medical Center
CASE NO.: 2:18-bk-20176-ER
 Affects O’Connor Hospital Foundation
CASE NO.: 2:18-bk-20178-ER
 Affects Saint Louise Regional Hospital
CASE NO.: 2:18-bk-20179-ER
Foundation
CASE NO.: 2:18-bk-20180-ER
 Affects St. Francis Medical Center of
CASE NO.: 2:18-bk-20181-ER
Lynwood Foundation
 Affects St. Vincent Foundation
NOTICE BY KPC GLOBAL MEDICAL
 Affects St. Vincent Dialysis Center, Inc.
CENTER OF SAN MATEO COUNTY,
 Affects Seton Medical Center Foundation
LLC OF WITHDRAWAL OF OFFERS
 Affects Verity Business Services
TO PURCHASE SETON ASSETS
 Affects Verity Medical Foundation
 Affects Verity Holdings, LLC
 Affects De Paul Ventures, LLC
Date: April 22, 2020
 Affects De Paul Ventures – San Jose ASC, Time: 10:00 a.m.
LLC
Place: Courtroom 1568, 255 E. Temple, Los
Debtors and Debtors in Possession.
Angeles, CA 90012 (Telephonic Only)
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1
2

TO

THE

DEBTOR,

THE

OFFICIAL

COMMITTEE

OF

UNSECURED

3

CREDITORS, THE OFFICE OF THE UNITED STATES TRUSTEE AND OTHER

4

PARTIES IN INTEREST:

5

PLEASE TAKE NOTICE THAT KPC Global Medical Center of San Mateo County, LLC

6

(“Global”) hereby withdraws its prior offers for the purchase of the Seton Medical Center Facilities,

7

as follows:

8

On April 8, 2020 and April 17, 2020, Global submitted to the Debtors, with copies to the

9

Official Unsecured Creditors Committee (“Committee”), two Asset Purchase Agreements and

10

related documents, including a proposed Interim Management Agreement (“IMA”) and a proposed

11

Sale/Leaseback Agreement (“SLA,” and together with the APA and IMA, the “Transaction

12

Documents”). These Transaction Documents, which Global prepared in conjunction with numerous

13

conferences with counsel for the Committee, provided for Global’s proposed acquisition of

14

substantially all the assets of the Seton Medical Center Facilities as defined therein. Included in

15

these Transaction Documents were “redlined” versions highlighting the modifications from the

16

AHMC sale documents.

17

Global greatly appreciates the efforts of the Committee and its counsel to support

18

consideration of Global’s proposals to acquire the Seton Medical Facilities, and its support for

19

Global’s participation in a sale and auction process. Global has attempted to satisfy all of the

20

Committee’s requests to ensure that Global’s proposed acquisition would provide a significantly

21

greater recovery for the estate than that provided for in the AMHC transaction for which the Debtors

22

seek Court approval as a “private sale”, and to eliminate closing risks.

23

More specifically, Global’s proposal provided for the following advantages over the AMHC

24

proposal: (1) a cash purchase price of $50 Million which is $10MM more cash at closing than in

25

the AHMC APA; (2) elimination of the $4 Million indemnity escrow provided for in the AHMC

26

APA, which would result in $4 Million more cash to the estate at closing; (3) reimbursement to the

27

Debtors of their payment at closing of approximately $6 Million for what is commonly referred to

28

as the “PACE” obligation which AHMC was not paying; (4) assumption of the Debtors’ obligation
2
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1

to pay or provide credit for certain PTO obligations, not covered by AHMC, estimated to be

2

approximately $4.9 Million. In the aggregate, Global’s proposal would have provided over $21

3

Million more value to the estate than the AHMC offer, plus providing $14 Million more cash at

4

closing.

5

In addition to the foregoing, Global’s Transaction Documents included numerous

6

provisions which reduced the risk that Global would not close the sale as and when obligated to do

7

so. Among other things Global: (1) agreed to make a good faith deposit of $40MM cash on the

8

signing date, (2) agreed to submit to binding arbitration to promptly resolve any disputes arising

9

under the Transaction Documents and to waive any right to appeal from an arbitration decision, (3)

10

eliminated any due diligence contingency (despite having been “locked out” of the data room), (4)

11

eliminated any financing contingency and offered to provide proof of funds sufficient to close the

12

sale, (5) agreed to accept the same conditions imposed by the California Attorney General in the

13

Seton sale as were imposed on the SGM sale as they related to Seton or as otherwise allocated to

14

Seton, and (6) agreed to assume the collective bargaining agreements with the unions at Seton, as

15

modified in connection with the SGM transaction.

16

Unfortunately, the Debtors have consistently and steadfastly refused to engage with Global,

17

at any time regarding any of its offers and have, literally, shut Global out of the sale process for

18

Seton. The Debtors refused to provide Global with access to the data room; failed to respond to

19

Global’s many requests for conferences to discuss its proposals, failed to inquire as to any

20

provisions of the Transaction Documents that needed clarification or revision, and made no

21

counter-proposal or suggested any terms or conditions, which if satisfied, could result in an auction,

22

as opposed to a private sale to AHMC.

23

///

24

///

25

///

26

///

27

///

28

///
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PROOF OF SERVICE OF DOCUMENT
I am over the age of 18 and not a party to this bankruptcy case or adversary proceeding. My business address is 10250
Constellation Boulevard, Suite 1700, Los Angeles, CA 90017.
A true and correct copy of the foregoing document entitled NOTICE BY KPC GLOBAL MEDICAL CENTER OF SAN
MATEO COUNTY, LLC OF WITHDRAWAL OF OFFERS TO PURCHASE SETON ASSETS will be served or was served
(a) on the judge in chambers in the form and manner required by LBR 5005-2(d); and (b) in the manner stated below:
1. TO BE SERVED BY THE COURT VIA NOTICE OF ELECTRONIC FILING (NEF): Pursuant to controlling General
Orders and LBR, the foregoing document will be served by the court via NEF and hyperlink to the document. On April 21,
2020, I checked the CM/ECF docket for this bankruptcy case or adversary proceeding and determined that the following
persons are on the Electronic Mail Notice List to receive NEF transmission at the email addresses stated below:







































Alexandra Achamallah aachamallah@milbank.com, rliubicic@milbank.com
Melinda Alonzo ml7829@att.com
Robert N Amkraut ramkraut@foxrothschild.com
Kyra E Andrassy kandrassy@swelawfirm.com,
lgarrett@swelawfirm.com;gcruz@swelawfirm.com;jchung@swelawfirm.com
Simon Aron saron@wrslawyers.com
Lauren T Attard lattard@bakerlaw.com, agrosso@bakerlaw.com
Allison R Axenrod allison@claimsrecoveryllc.com
Richard T Baum rickbaum@hotmail.com, rickbaum@ecf.inforuptcy.com
Cristina E Bautista cristina.bautista@kattenlaw.com, ecf.lax.docket@kattenlaw.com
James Cornell Behrens jbehrens@milbank.com,
gbray@milbank.com;mshinderman@milbank.com;dodonnell@milbank.com;jbrewster@milbank.com;JWe
ber@milbank.com
Ron Bender rb@lnbyb.com
Bruce Bennett bbennett@jonesday.com
Peter J Benvenutti pbenvenutti@kellerbenvenutti.com, pjbenven74@yahoo.com
Leslie A Berkoff lberkoff@moritthock.com, hmay@moritthock.com
Steven M Berman sberman@slk-law.com, mceriale@shumaker.com
Stephen F Biegenzahn efile@sfblaw.com
Karl E Block kblock@loeb.com, jvazquez@loeb.com;ladocket@loeb.com;kblock@ecf.courtdrive.com
Dustin P Branch branchd@ballardspahr.com, carolod@ballardspahr.com;hubenb@ballardspahr.com
Michael D Breslauer mbreslauer@swsslaw.com,
wyones@swsslaw.com;mbreslauer@ecf.courtdrive.com;wyones@ecf.courtdrive.com
Chane Buck cbuck@jonesday.com
Lori A Butler butler.lori@pbgc.gov, efile@pbgc.gov
Howard Camhi hcamhi@ecjlaw.com, tcastelli@ecjlaw.com;amatsuoka@ecjlaw.com
Barry A Chatz barry.chatz@saul.com, jurate.medziak@saul.com
Shirley Cho scho@pszjlaw.com
Shawn M Christianson cmcintire@buchalter.com, schristianson@buchalter.com
Louis J. Cisz lcisz@nixonpeabody.com, jzic@nixonpeabody.com
Leslie A Cohen leslie@lesliecohenlaw.com, jaime@lesliecohenlaw.com;olivia@lesliecohenlaw.com
Marcus Colabianchi mcolabianchi@duanemorris.com
Kevin Collins kevin.collins@btlaw.com, Kathleen.lytle@btlaw.com
Joseph Corrigan Bankruptcy2@ironmountain.com
David N Crapo dcrapo@gibbonslaw.com, elrosen@gibbonslaw.com
Mariam Danielyan md@danielyanlawoffice.com, danielyan.mar@gmail.com
Brian L Davidoff bdavidoff@greenbergglusker.com,
calendar@greenbergglusker.com;jking@greenbergglusker.com
Aaron Davis aaron.davis@bryancave.com, kat.flaherty@bryancave.com
Lauren A Deeb lauren.deeb@nelsonmullins.com, maria.domingo@nelsonmullins.com
Daniel Denny ddenny@milbank.com
Anthony Dutra adutra@hansonbridgett.com
Kevin M Eckhardt kevin.eckhardt@gmail.com, keckhardt@hunton.com
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Lei Lei Wang Ekvall lekvall@swelawfirm.com,
lgarrett@swelawfirm.com;gcruz@swelawfirm.com;jchung@swelawfirm.com
David K Eldan david.eldan@doj.ca.gov, cynthia.gomez@doj.ca.gov
Andy J Epstein taxcpaesq@gmail.com
Richard W Esterkin richard.esterkin@morganlewis.com
Christine R Etheridge christine.etheridge@ikonfin.com
M Douglas Flahaut flahaut.douglas@arentfox.com
Michael G Fletcher mfletcher@frandzel.com, sking@frandzel.com
Joseph D Frank jfrank@fgllp.com,
mmatlock@fgllp.com;csmith@fgllp.com;jkleinman@fgllp.com;csucic@fgllp.com
William B Freeman bill.freeman@kattenlaw.com,
nicole.jones@kattenlaw.com,ecf.lax.docket@kattenlaw.com
John-Patrick M Fritz jpf@lnbyb.com, JPF.LNBYB@ecf.inforuptcy.com
Eric J Fromme efromme@tocounsel.com, lchapman@tocounsel.com
Amir Gamliel amir-gamliel-9554@ecf.pacerpro.com,
cmallahi@perkinscoie.com;DocketLA@perkinscoie.com
Jeffrey K Garfinkle jgarfinkle@buchalter.com, docket@buchalter.com;dcyrankowski@buchalter.com
Thomas M Geher tmg@jmbm.com, bt@jmbm.com;fc3@jmbm.com;tmg@ecf.inforuptcy.com
Lawrence B Gill lgill@nelsonhardiman.com,
rrange@nelsonhardiman.com;ksherry@nelsonhardiman.com;mmarkwell@nelsonhardiman.com
Paul R. Glassman pglassman@sycr.com
Aaron Matthew Gober-Sims aarongobersims@paulhastings.com, aaron.g.sims@gmail.com
Matthew A Gold courts@argopartners.net
Eric D Goldberg eric.goldberg@dlapiper.com, eric-goldberg-1103@ecf.pacerpro.com
Marshall F Goldberg mgoldberg@glassgoldberg.com, jbailey@glassgoldberg.com
Richard H Golubow rgolubow@wghlawyers.com,
pj@wcghlaw.com;jmartinez@wghlawyers.com;Meir@virtualparalegalservices.com
David M. Guess guessd@gtlaw.com
Anna Gumport agumport@sidley.com
Melissa T Harris harris.melissa@pbgc.gov, efile@pbgc.gov
James A Hayes jhayes@zinserhayes.com, jhayes@jamesahayesaplc.com
Michael S Held mheld@jw.com
Lawrence J Hilton lhilton@onellp.com,
lthomas@onellp.com,info@onellp.com,rgolder@onellp.com,lhyska@onellp.com,nlichtenberger@onellp.c
om
Robert M Hirsh rhirsh@lowenstein.com
Florice Hoffman fhoffman@socal.rr.com, floricehoffman@gmail.com
Lee F Hoffman leehoffmanjd@gmail.com, lee@fademlaw.com
Michael Hogue hoguem@gtlaw.com, SFOLitDock@gtlaw.com;navarrom@gtlaw.com
Matthew B Holbrook mholbrook@sheppardmullin.com,
mmanns@sheppardmullin.com,amartin@sheppardmullin.com
David I Horowitz david.horowitz@kirkland.com,
keith.catuara@kirkland.com;terry.ellis@kirkland.com;elsa.banuelos@kirkland.com;ivon.granados@kirkla
nd.com
Virginia Hoyt scif.legal.bk@scif.com
Brian D Huben hubenb@ballardspahr.com, carolod@ballardspahr.com
Joan Huh joan.huh@cdtfa.ca.gov
Carol A Igoe cigoe@calnurses.org, ttschneaux@calnurses.org
Benjamin Ikuta bikuta@hml.law
Lawrence A Jacobson laj@cohenandjacobson.com
John Mark Jennings johnmark.jennings@kutakrock.com, mary.clark@kutakrock.com
Monique D Jewett-Brewster mjb@hopkinscarley.com, eamaro@hopkinscarley.com
Crystal Johnson M46380@ATT.COM
Gregory R Jones gjones@mwe.com, rnhunter@mwe.com
Jeff D Kahane jkahane@duanemorris.com, dmartinez@duanemorris.com
Steven J Kahn skahn@pszyjw.com
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Cameo M Kaisler salembier.cameo@pbgc.gov, efile@pbgc.gov
Ivan L Kallick ikallick@manatt.com, ihernandez@manatt.com
Ori Katz okatz@sheppardmullin.com,
cshulman@sheppardmullin.com;ezisholtz@sheppardmullin.com;lsegura@sheppardmullin.com
Payam Khodadadi pkhodadadi@mcguirewoods.com, dkiker@mcguirewoods.com
Christian T Kim ckim@dumas-law.com, ckim@ecf.inforuptcy.com
Jane Kim jkim@kellerbenvenutti.com
Monica Y Kim myk@lnbrb.com, myk@ecf.inforuptcy.com
Gary E Klausner gek@lnbyb.com
David A Klein david.klein@kirkland.com
Nicholas A Koffroth nick.koffroth@dentons.com, chris.omeara@dentons.com
Joseph A Kohanski jkohanski@bushgottlieb.com, kprestegard@bushgottlieb.com
David S Kupetz dkupetz@sulmeyerlaw.com,
dperez@sulmeyerlaw.com;dperez@ecf.courtdrive.com;dkupetz@ecf.courtdrive.com
Jeffrey S Kwong jsk@lnbyb.com, jsk@ecf.inforuptcy.com
Darryl S Laddin bkrfilings@agg.com
Robert S Lampl advocate45@aol.com, rlisarobinsonr@aol.com
Richard A Lapping richard@lappinglegal.com
Paul J Laurin plaurin@btlaw.com, slmoore@btlaw.com;jboustani@btlaw.com
Nathaniel M Leeds nathaniel@mitchelllawsf.com, sam@mitchelllawsf.com
David E Lemke david.lemke@wallerlaw.com,
chris.cronk@wallerlaw.com;Melissa.jones@wallerlaw.com;cathy.thomas@wallerlaw.com
Lisa Lenherr llenherr@wendel.com, bankruptcy@wendel.com
Elan S Levey elan.levey@usdoj.gov, tiffany.davenport@usdoj.gov
Kerri A Lyman klyman@mwe.com, lbates@mwe.com
Tracy L Mainguy bankruptcycourtnotices@unioncounsel.net, tmainguy@unioncounsel.net
Samuel R Maizel samuel.maizel@dentons.com,
alicia.aguilar@dentons.com;docket.general.lit.LOS@dentons.com;tania.moyron@dentons.com;kathryn.h
oward@dentons.com;joan.mack@dentons.com;derry.kalve@dentons.com
Alvin Mar alvin.mar@usdoj.gov, dare.law@usdoj.gov
Craig G Margulies Craig@MarguliesFaithlaw.com,
Vicky@MarguliesFaithlaw.com;Helen@MarguliesFaithlaw.com;Angela@MarguliesFaithlaw.com
Hutchison B Meltzer hutchison.meltzer@doj.ca.gov, Alicia.Berry@doj.ca.gov
John J Menchaca (TR) jmenchaca@menchacacpa.com, ca87@ecfcbis.com;igaeta@menchacacpa.com
Christopher Minier becky@ringstadlaw.com, arlene@ringstadlaw.com
John A Moe john.moe@dentons.com, glenda.spratt@dentons.com
Susan I Montgomery susan@simontgomerylaw.com,
assistant@simontgomerylaw.com;simontgomerylawecf.com@gmail.com;montgomerysr71631@notify.be
stcase.com
Monserrat Morales Monsi@MarguliesFaithLaw.com,
Vicky@MarguliesFaithLaw.com;Helen@marguliesfaithlaw.com;Angela@MarguliesFaithlaw.com
Kevin H Morse kmorse@clarkhill.com, blambert@clarkhill.com
Marianne S Mortimer mmartin@jmbm.com
Tania M Moyron tania.moyron@dentons.com,
chris.omeara@dentons.com;nick.koffroth@dentons.com;Sonia.martin@dentons.com;Isabella.hsu@dento
ns.com;lee.whidden@dentons.com;Jacqueline.whipple@dentons.com
Alan I Nahmias anahmias@mbnlawyers.com, jdale@mbnlawyers.com
Akop J Nalbandyan jnalbandyan@LNtriallawyers.com, cbautista@LNtriallawyers.com
Jennifer L Nassiri jennifernassiri@quinnemanuel.com
Charles E Nelson nelsonc@ballardspahr.com, wassweilerw@ballardspahr.com
Sheila Gropper Nelson shedoesbklaw@aol.com
Mark A Neubauer mneubauer@carltonfields.com,
mlrodriguez@carltonfields.com;smcloughlin@carltonfields.com;schau@carltonfields.com;NDunn@carlto
nfields.com;ecfla@carltonfields.com
Fred Neufeld fneufeld@sycr.com, tingman@sycr.com
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Nancy Newman nnewman@hansonbridgett.com,
ajackson@hansonbridgett.com;calendarclerk@hansonbridgett.com
Bryan L Ngo bngo@fortislaw.com,
BNgo@bluecapitallaw.com;SPicariello@fortislaw.com;JNguyen@fortislaw.com;JNguyen@bluecapitallaw.
com
Abigail V O'Brient avobrient@mintz.com,
docketing@mintz.com;DEHashimoto@mintz.com;nleali@mintz.com;ABLevin@mintz.com
John R OKeefe jokeefe@metzlewis.com, slohr@metzlewis.com
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Mark D Plevin mplevin@crowell.com, cromo@crowell.com
Steven G. Polard spolard@ch-law.com, calendarlao@rmkb.com;melissa.tamura@rmkb.com;anthony.arriola@rmkb.com
David M Powlen david.powlen@btlaw.com, pgroff@btlaw.com
Christopher E Prince cprince@lesnickprince.com,
jmack@lesnickprince.com;cprince@ecf.courtdrive.com
Lori L Purkey bareham@purkeyandassociates.com
William M Rathbone wrathbone@grsm.com, jmydlandevans@grsm.com;sdurazo@grsm.com
Jason M Reed Jason.Reed@Maslon.com
Michael B Reynolds mreynolds@swlaw.com, kcollins@swlaw.com
J. Alexandra Rhim arhim@hrhlaw.com
Emily P Rich erich@unioncounsel.net, bankruptcycourtnotices@unioncounsel.net
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Debra Riley driley@allenmatkins.com
Jason E Rios jrios@ffwplaw.com, sdarms@ffwplaw.com;jfluken@ffwplaw.com
Julie H Rome-Banks julie@bindermalter.com
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Gregory A Rougeau grougeau@brlawsf.com
Megan A Rowe mrowe@dsrhealthlaw.com, lwestoby@dsrhealthlaw.com
Nathan A Schultz nschultz@goodwinlaw.com
Mark A Serlin ms@swllplaw.com, mor@swllplaw.com
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Joseph Shickich jshickich@riddellwilliams.com
Mark Shinderman mshinderman@milbank.com, dmuhrez@milbank.com;dlbatie@milbank.com
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Sabrina L Streusand Streusand@slollp.com
Ralph J Swanson ralph.swanson@berliner.com, sabina.hall@berliner.com
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Cecelia Valentine cecelia.valentine@nlrb.gov
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Jason Wallach jwallach@ghplaw.com, g33404@notify.cincompass.com
Kenneth K Wang kenneth.wang@doj.ca.gov,
Jennifer.Kim@doj.ca.gov;Stacy.McKellar@doj.ca.gov;yesenia.caro@doj.ca.gov
Phillip K Wang phillip.wang@rimonlaw.com, david.kline@rimonlaw.com
Sharon Z. Weiss sharon.weiss@bclplaw.com, raul.morales@bclplaw.com
Adam G Wentland awentland@tocounsel.com, lkwon@tocounsel.com
Latonia Williams lwilliams@goodwin.com, bankruptcy@goodwin.com
Michael S Winsten mike@winsten.com
Jeffrey C Wisler jwisler@connollygallagher.com, dperkins@connollygallagher.com
Neal L Wolf nwolf@hansonbridgett.com,
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Claire K Wu ckwu@sulmeyerlaw.com,
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Rose Zimmerman rzimmerman@dalycity.org

2. SERVED BY UNITED STATES MAIL: On April 21, 2020, I served the following persons and/or entities at the last
known addresses in this bankruptcy case or adversary proceeding by placing a true and correct copy thereof in a sealed
envelope in the United States mail, first class, postage prepaid, and addressed as follows. Listing the judge here
constitutes a declaration that mailing to the judge will be completed no later than 24 hours after the document is filed.
Service information continued on attached page
3. SERVED BY PERSONAL DELIVERY, OVERNIGHT MAIL, FACSIMILE TRANSMISSION OR EMAIL (state method
for each person or entity served): Pursuant to F.R.Civ.P. 5 and/or controlling LBR, on April 21, 2020, I served the
following persons and/or entities by personal delivery, overnight mail service, or (for those who consented in writing to
such service method), by facsimile transmission and/or email as follows. Listing the judge here constitutes a declaration
that personal delivery on, or overnight mail to, the judge will be completed no later than 24 hours after the document is
filed.
I declare under penalty of perjury under the laws of the United States that the foregoing is true and correct.
April 21, 2020
Date

Lourdes Cruz
Printed Name

/s/ Lourdes Cruz
Signature

This form is mandatory. It has been approved for use by the United States Bankruptcy Court for the Central District of California.
June 2012
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RESOLUTIONS OF THE SOLE MEMBER
OF
VERITY HOLDINGS, LLC
March 27, 2020
The sole member (the “Sole Member”) of Verity Holdings, LLC, a California limited
liability company (the “Company”), hereby adopts the following resolutions.
WHEREAS, On August 31, 2018, the Company filed a voluntary petition for relief under
chapter 11 of the Bankruptcy Code in the United States Bankruptcy Court for the Central District
of California, Los Angeles Division (the “Bankruptcy Court”);
WHEREAS, the Company has been presented with an opportunity to enter into an Asset
Purchase Agreement and related ancillary agreements (collectively with its exhibits and ancillary
agreements, the “Purchase Agreement”) with AHMC Healthcare, Inc., as the winning bidder
(“Purchaser”) with respect to the potential sale to Purchaser of substantially all the operating
assets of Seton Medical Center (including both the Daly City campus and the Moss Beach
campus) and certain related assets owned by Verity Health System of California, Inc. (“Verity”)
and the Company (together, the “Hospital”), for cash consideration of $40 million and on such
other terms and conditions as are set forth in the Purchase Agreement (the “Potential
Transaction”);
WHEREAS, the Company will enter into the Purchase Agreement if and when approved
by the Bankruptcy Court;
WHEREAS, in connection with such Potential Transaction, the board of the Sole
Member has reviewed and discussed the recommendations of the advisors of the Company:
Dentons US LLP, Berkeley Research Group and Cain Bros.;
WHEREAS, the board of directors of the Sole Member has reviewed, discussed and
approved the Potential Transaction;
WHEREAS, Cain Bros. has demonstrated to the board of directors of the Sole Member
that Cain Bros. has actively and thoroughly marketed the Hospital;
WHEREAS, Berkeley Research Group has provided an independent analysis of the
benefit to the estate regarding the Purchase Agreement; and
WHEREAS, Dentons US LLP has provided advice regarding the Purchase Agreement.
NOW, THEREFORE, in the business judgment of the Sole Member, it is necessary,
advisable and in the best interests of the Company, the estates and stakeholders that the
following resolutions be hereby adopted:
RESOLVED, that the Purchase Agreement be approved as being in the best interests of
the Company;

FURTHER RESOLVED, that subject to approval by the Bankruptcy Court, any officers
of the Company and any other persons or entities designated by the board of the Sole Member, or
any one or more of them, be, and each of them hereby is, authorized and directed, for and on
behalf of the Company, to execute and deliver the Purchase Agreement and to consummate the
Potential Transaction, with such changes thereto as the officer or officers executing the Purchase
Agreement shall approve, such approval to be conclusively evidenced by such officer’s or
officers’ execution and delivery thereof;
FURTHER RESOLVED, that subject to approval by the Bankruptcy Court, any officers
of the Company and any other persons or entities designated by the board of the Sole Member, or
any one or more of them, be, and each of them hereby is, authorized and directed, for and on
behalf of the Company, to execute, seal, attest and deliver all such instruments, certificates,
agreements, governmental filings and other documents (including, without limitation, any filings,
notices and/or approvals sought with or from the Attorney General of the State of California), to
pay all such fees and expenses, to seek all such consents and approvals, to seek and enter into
such settlements (including, without limitation, with the Centers for Medicare and Medicaid
Services and/or the California Department of Health Care Services), and to do and perform all
such acts and things as may be necessary or desirable to consummate the actions described in
these resolutions and the transactions contemplated by the Purchase Agreement;
FURTHER RESOLVED, that the officers of the Company, or any one or more of them,
be, and each of them hereby is, authorized and directed, for and on behalf of the Company, to
execute and submit to the office of the Attorney General notice of the Potential Transaction and
the Purchase Agreement in accordance with Section 5914(b) of the California Code;
FURTHER RESOLVED, that the officers of the Company, or any one or more of them,
be, and each of them hereby is, authorized and directed, for and on behalf of the Company, to
make available any other documents, instruments, and information in support of or necessary in
obtaining the Attorney General’s consent to the Potential Transaction or waiver thereof, as may
from time-to-time be requested by the Attorney General;
FURTHER RESOLVED, that the officers of the Company, or any one or more of them,
be, and each of them hereby is, authorized and directed, for and on behalf of the Company, to
take or cause to be taken such further action, and to execute and deliver, or cause to be executed
and delivered, for and in the name and on behalf of the Company, any other documents,
instruments and information in support of or necessary in obtaining the Attorney General’s
consent to the Potential Transaction or waiver thereof, as any such officer may deem appropriate
in order to effect the purpose and intent of the foregoing resolutions; and
FURTHER RESOLVED, that any acts of the officers of the Company in connection with
the Potential Transaction and the transactions contemplated by the Purchase Agreement, and of
any person or persons designated or authorized to act by any officer of the Company and any
other persons or entities designated by the board of the Sole Member in furtherance of such
transactions, which acts would have been authorized by the foregoing resolutions, except that
such acts were taken prior to the adoption of such resolutions, are hereby severally ratified,
confirmed, approved and adopted in all respects.

*

*

*

*

*

The foregoing Resolutions are hereby adopted by the Sole Member of the Company.
Sole Member:
Verity Health System of California, Inc.

_______________
Name: Rich Adcock
Title: Chief Executive Officer
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RESOLUTIONS OF THE BOARD OF DIRECTORS
OF
VERITY HEALTH SYSTEM OF CALIFORNIA, INC.
March 27, 2020
Seton Medical Center
The board of directors (the “Board”) of Verity Health System of California, Inc., a California nonprofit public
benefit corporation (the “Company”), hereby adopts the following resolutions, at a duly-held meeting of the Board.
WHEREAS, On August 31, 2018, the Company filed a voluntary petition for relief under chapter 11 of the
Bankruptcy Code in the United States Bankruptcy Court for the Central District of California, Los Angeles Division (the
“Bankruptcy Court”);
WHEREAS, the Company has been presented with an opportunity to enter into an Asset Purchase Agreement
and related ancillary agreements for itself and in the name and on behalf of Seton Medical Center and Verity Holdings,
LLC (collectively, with its exhibits and ancillary agreements, the “Purchase Agreement”) with AHMC, Inc. (“Purchaser”)
with respect to the potential sale to Purchaser of the assets of Seton Medical Center, including both its Daly City campus
and its Moss Beach campus, and certain related assets owned by Verity Holdings, LLC (together, the “Hospital”), for a
purchase price of $40 million and on such other terms and conditions as are set forth in the Purchase Agreement (the
“Potential Transaction”);
WHEREAS, in connection with such Potential Transaction, the Board has reviewed and discussed the
recommendations of the advisors of the Company: Dentons US LLP, Berkeley Research Group and Cain Bros.;
WHEREAS, the Board has reviewed and discussed the Potential Transaction;
WHEREAS, the Board has reviewed and discussed a letter expressing interest from Global Medical Center San
Mateo County, LLC, wholly owned by Dr. Kali P. Chaudhuri;
WHEREAS, Cain Bros. has demonstrated to the Board that Cain Bros. has actively and thoroughly marketed the
Hospital;
WHEREAS, Berkeley Research Group has provided an independent analysis of the benefit to the estate regarding
the Purchase Agreement and Dr. Chaudhuri’s letter; and
WHEREAS, Dentons US LLP has provided advice regarding the Purchase Agreement, Dr. Chaudhuri’s letter and
the Potential Transaction, with respect to the Board’s duties under state law and the Bankruptcy Code.
NOW, THEREFORE, in the business judgment of the Board, it is necessary, advisable and in the best interests of
the Company, the estates and stakeholders that the following resolutions be hereby adopted:
RESOLVED, that the Purchase Agreement, on substantially the terms presented to the Board be, and the same
hereby is, in all respects approved as being in the best interests of the Company;
FURTHER RESOLVED, that the officers of the Company, or any one or more of them, be, and each of them
hereby is, authorized and directed, for and on behalf of the Company, to execute and deliver the Purchase Agreement and
to consummate the Potential Transaction, (with such non-material additions or changes to the terms presented to the
Board as may be approved by the officers of the Company executing the Purchase Agreement and with such other
changes as the Chair or Vice Chair may approve), with such changes thereto as the officer or officers executing the
Purchase Agreement shall approve, such approval to be conclusively evidenced by such officer’s or officers’ execution
and delivery thereof;

FURTHER RESOLVED, that the officers of the Company, or any one or more of them, be, and each of them
hereby is, authorized and directed, for and on behalf of the Company, to execute, seal, attest and deliver all such
instruments, certificates, agreements, governmental filings and other documents, to pay all such fees and expenses, and to
do and perform all such acts and things as may be necessary or desirable to consummate the transactions contemplated by
the Purchase Agreement; and
FURTHER RESOLVED, that any acts of the officers of the Company in connection with the Potential
Transaction and the transactions contemplated by the Purchase Agreement, and of any person or persons designated or
authorized to act by any officer of the Company in furtherance of such transactions, which acts would have been
authorized by the foregoing resolutions, except that such acts were taken prior to the adoption of such resolutions, are
hereby severally ratified, confirmed, approved and adopted in all respects.
[END]

CERTIFICATE
The Secretary of Verity Health System of California, Inc., (the “Company”), hereby certifies as follows.
1. The Secretary is familiar with the facts herein certified and is duly authorized to certify same on behalf of
the Company.
2. Attached hereto is a true, complete and correct copy of the Resolutions of the Board of Directors of the
Company.
3. Such Resolutions have not been amended, altered, annulled, rescinded or revoked and are in full force and
effect as of the date hereof.
IN WITNESS WHEREOF, the undersigned has executed this Certificate as of the 27th day of March, 2020.

TERRY BELMONT
SECRETARY

Title 11, California Code of Regulations, § 999.5(d)(2)

FAIR MARKET VALUE
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Title 11, California Code of Regulations, § 999.5(d)(2)(A)

The estimated market value of all cash, property, stock, notes, assumption or forgiveness of
debt, and any other thing of value that the applicant would receive for each health facility
covered by the proposed transaction
Please see the response to Section 999.5(d)(2)(B) and the discussion of fair market value in the
context of the Bankruptcy Court approval of the sale in Section 999.5(d)(1)(C).
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Title 11, California Code of Regulations, § 999.5(d)(2)(B)

The estimated market value of each health facility or other asset to be sold or transferred
by the applicant under the proposed transaction
Set forth below is the consideration to be paid for the Seton Facilities under the APA. VHS has
not obtained an appraisal in connection with the proposed Transaction as the sale price obtained
through the sale process administered by the Bankruptcy Court is indicative of the fair market
value of the assets being sold as further explained in response to Section 999.5(d)(1)(C).
$ in Millions

Seton
Facilities

APA § Ref5

Cash Consideration
Cash for cure payments(1)
Net Cash from Purchaser

$40.0
tbd
$40.0

§ 1.1(a)(i)
§ 1.1(a)(ii)

Liabilities Assumed(2)

None

§ 1.9

Total Market Value Exchanged

$40.0

(1) Section 365 of the Bankruptcy Code provides that, if an executory contract or unexpired lease
is in default, the contract or lease may only be assumed by a debtor and then assigned to a buyer, if
the debtor “cures” the default. These are typically referred to as “cure payments.” Pursuant to the
APA, AHMC will pay the cash required to pay all cure payments for vendor contracts and unexpired
leases of which AHMC intends to take assignment. A notice of these contracts and unexpired leases
has not yet been filed (although VHS anticipates filing such a notice), so the cure payments have
yet to be determined. AHMC may add or remove contracts from the designated list up to 14 days
prior to closing.
(2) No liabilities are assumed as part of the proposed Transaction.

Capitalized terms used in this Section but not defined herein have the respective meanings given to them in the
APA.
5
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Title 11, California Code of Regulations, § 999.5(d)(2)(C)

A description of the methods used by the applicant to determine the market value of any
assets involved in the proposed transaction, including a description of the efforts made by
the applicant to sell or transfer each health facility that is the subject of the proposed
agreement or transaction
As further detailed in the discussion of the failed sale to SGM in response to Section
999.5(d)(1)(A) and the subsequent efforts to market and sell the Seton Facilities as a going concern
in response to Section 999.5(d)(1)(C), VHS has engaged in substantial efforts to market and solicit
interest in the Seton Facilities. Indeed, in the end, AHMC was the only remaining offer to purchase
the Seton Facilities as a going concern. The proposed Transaction with AHMC is necessary to
preserve the continued operation of the Seton Facilities, which is in the best interests of the
Applicant, the Applicant’s charitable mission, the communities served by the Seton Facilities, and
the Debtors’ estates.
On April 22, 2020 the Bankruptcy Court approved the proposed sale to AHMC as set forth in the
Sale Order attached to Section 999.5(d)(1)(B) as Exhibit 2. In reaching this conclusion, the
Bankruptcy Court held that “[t]he terms and conditions of the APA and the other Transaction
Documents, including, without limitation, the consideration provided in respect thereof, are fair
and reasonable,” and that “[t] he consideration provided by AHMC is fair, adequate and constitutes
reasonably equivalent value and fair consideration under the Bankruptcy Code and any other
applicable laws of the United States or any of its jurisdictions or subdivisions, including the State
of California.” See Sale Order [Docket No. 4634].
The Bankruptcy Court further held as follows:
The Debtors solicited offers for the Purchased Assets. The sale process was
conducted in a non-collusive manner and the sale to AHMC is in the best interests
of the Debtors, their estates, creditors, and stakeholders. The Debtors properly
consulted with the Prepetition Secured Creditors and the Committee prior to
selecting AHMC’s bid as the highest and best offer for the Purchased Assets. The
transfer and sale of the Purchased Assets to AHMC on the terms set forth in the
APA constitutes the highest and best offer for the Purchased Assets and will provide
a greater recovery for the Debtors’ estates than would be provided by any other
available alternative. The Debtors’ determination that the APA constitutes the
highest or best offer for the Purchased Assets constitutes a valid and sound exercise
of the Debtors’ business judgment.
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Title 11, California Code of Regulations, § 999.5(d)(2)(D)

Reports, analysis, Requests for Proposal, and any other documents that refer or relate to
the valuation of any asset involved in the agreement or transaction
1. Confidential Information Memorandum, dated July 2018, is attached to this Section
999.5(d)(2)(D) as Exhibit 1.
2. Confidential Information Memorandum Update, dated January 2020, is attached to this
Section 999.5(d)(2)(D) as Exhibit 2
3. Seton Medical Center Real Estate Opportunity presentation materials, dated January 2020,
are attached to this Section 999.5(d)(2)(D) as Exhibit 3.
4. Email from Cain Brothers to Interested Parties, dated January 3, 2020, regarding continued
interest in pursuing a transaction is attached to this Section 999.5(d)(2)(D) as Exhibit 4.
5. Letter from Cain Brothers to Interested Parties, dated January 15, 2020, regarding
procedures and guidelines for submitting a proposal is attached to this Section
999.5(d)(2)(D) as Exhibit 5.
For additional details, see the exhibits attached to Sections 999.5(d)(1)(B) and 999.5(d)(1)(C).
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STRICTLY CONFIDENTIAL

Disclosures and Contact Information
This Confidential Information Memorandum (“CIM”) has been prepared on behalf of Verity Health System of California, Inc. and its wholly owned subsidiaries and
affiliated entities (collectively, “VHS” or the “Company”) based on information from the Company and published sources, and is being furnished through Cain Brothers, a
division of KeyBanc Capital Markets (“Cain Brothers”), as the Company’s exclusive authorized representative, for informational purposes solely for use by qualified prospects in
considering their interest in entering into a possible transaction with the Company (a “Transaction”). The information contained herein is subject to change without notice.
Neither the Company nor Cain Brothers assumes any responsibility to update any information contained in this CIM or to inform the recipient of information which may affect
this CIM. This CIM has been prepared to assist interested parties in making their own evaluation of the Company and does not purport to be all-inclusive or to contain all
information that a prospective purchaser may desire or that may be required in order to properly evaluate the business, prospects or value of the Company. In all cases,
interested parties should conduct their own investigation and analysis of the Company and the data set forth in this CIM. Industry data and statistics have been obtained or
derived from the Company and published industry sources.
By accepting this CIM, the recipient acknowledges and agrees that all of the information contained herein is highly confidential and subject to the Non-Disclosure
Agreement (“NDA”) executed by the recipient. Without limiting the generality of the foregoing: (1) the recipient will not reproduce this CIM in whole or in part; (2) if the
recipient does not wish to pursue a Transaction relating to the Company, it will (i) promptly return this CIM to Cain Brothers, together with any other materials relating to the
Company which the recipient may have received from the Company, Cain Brothers or any of their respective subsidiaries or affiliates, and (ii) take such other actions, if any,
required by the NDA; (3) the recipient will hold all information and the facts that it is involved in any process relating to the Company and the status thereof as confidential; and
(4) any proposed actions by the recipient which are inconsistent in any manner with the NDA will require the prior written consent of the Company.
Cain Brothers has not independently verified any of the information contained herein, and neither the Company, Cain Brothers nor any of their respective affiliates makes
any representation or warranty (expressed or implied) as to the accuracy or completeness of this CIM or any statements, estimates or projections contained herein. Such
statements, estimates and projections reflect various assumptions made by the Company concerning anticipated results, which are subject to business, economic and
competitive uncertainties and contingencies, many of which are beyond the control of the Company and which may or may not prove to be correct. As a result, no
representation or warranty is made as to the feasibility or attainability of the projected financial information or the accuracy or completeness of the assumptions from which the
projected financial information is derived. There can be no assurance that the projections will be realized. Additionally, certain provisions of various agreements are
summarized in this CIM, but interested parties should not assume that such summaries are complete. Such summaries are qualified in their entirety by reference to the
complete text of such agreements. This CIM speaks only as of the date hereof or as of the date indicated. This CIM does not constitute an offer or invitation for the sale or
purchase of the securities, assets or business described herein. The only information that will have any legal effect will be that specifically represented, warranted and contained
in a definitive agreement relating to a Transaction and executed by the Company (or its shareholders) and a purchaser, and the Company and Cain Brothers disclaim liability for
any loss or damage incurred as a result of any information contained in or omitted from this CIM.
The Company reserves the right to negotiate with one or more qualified prospects at any time and to enter into a definitive agreement relating to a Transaction without
prior notice to the recipient or other prospective purchasers. Further, the Company reserves the right, at any time, to terminate participation in the investigation and proposal
process by any party and to modify any procedures without giving advance notice or providing any reason therefor. The Company also reserves the right during the evaluation
period to take any action, whether within or outside the ordinary course of business.
“Cain Brothers, a division of KeyBanc Capital Markets” is a trade name of Cain Brothers & Company, LLC Member FINRA/SIPC. Cain Brothers & Company, LLC is a
wholly-owned subsidiary of KeyBanc Capital Markets Inc. Member NYSE/FINRA/SIPC.

Carsten Beith

Jim Moloney

Ben Herbert*

Elizabeth Kim

Chris McMillan*

Managing Director
(312) 604-0500
cbeith@cainbrothers.com

Managing Director
(415) 962-2961
jmoloney@cainbrothers.com

Director
(415) 962-2957
bherbert@cainbrothers.com

Vice President
(415) 962-2921
ekim@cainbrothers.com

Vice President
(415) 962-2923
cmcmillan@cainbrothers.com

Ted Kaehler

Ethan Hallberg*

Devan Ponciroli*

Associate
(415) 962-2924
tkaehler@cainbrothers.com

Associate
(415) 962-2930
ehallberg@cainbrothers.com

Analyst
(415) 962-2953
dponciroli@cainbrothers.com

____________________
*Primary contacts for additional information

2

STRICTLY CONFIDENTIAL

Table of Contents

Section
Executive Summary

1

St. Francis Medical Center

2

St. Vincent Medical Center

3

O’Connor Hospital

4

St. Louise Regional Hospital

5

Seton Medical Center

6

Seton Medical Center Coastside

7

Appendix:
Verity Medical Foundation

A

Shared Services

B

Financial Statements

C

Supplemental Funding Sources

D

List of Owned Real Estate by Entity

E

STRICTLY CONFIDENTIAL

Corporate Organizational Chart
Verity Health System
of California, Inc.(1)

St. Vincent
Medical
Center
(SVMC)

Seton
Medical
Center
(SMC) and
Coastside
(SMCC)

St. Francis
Medical
Center
Foundation

St. Vincent
Foundation

Seton
Medical
Center
Foundation

St. Vincent
De Paul
Ethics
Corp.

St. Vincent
Dialysis
Center

O’Connor
Hospital
(OCH)

Saint Louise
Regional
Hospital
(SLRH)

St. Francis
Medical
Center
(SFMC)

O’Connor
Hospital
Foundation

St. Louise
Regional
Hospital
Foundation

O’Connor
Health
Center 1(2)

Hospital
Corporation

Hospital
Foundation

Medical
Foundation

Verity
Business
Services

Integrity Healthcare,
LLC
(Non-VHS entity Owned by
NantWorks LLC)

Management Services
Agreement

Verity
Medical
Foundation

De Paul
Ventures,
LLC

Sports
Medical
Mgmt., Inc.

De Paul
Ventures San Jose
Dialysis,
LLC

Marillac
Insurance
Company,
Ltd.

Verity
Holdings,
LLC

Robert F.
Kennedy
Medical
Center

VHoldings
MOB, LLC

Robert F.
Kennedy
Medical
Center
Foundation

De Paul
Ventures San Jose
ASC, LLC

Inactive
Subsidiaries

Core Operations
(99% of YTD May-18 Revenue)

____________________
Source: VHS management
(1) Chart includes entities wholly-owned or controlled by Verity Health System, unless otherwise indicated
(2) O’Connor Hospital is a limited partner in O’Connor Health Center 1
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SFMC Select Operating Statistics
Discharges and Average Daily Census by Type
FY 2016A

FY 2017A

Other Operating Statistics
LTM May-18

Discharges
General Acute

FY 2016A

FY 2017A

LTM May-18

Other Operating Statistics
17,727

18,653

19,989

Admissions

20,072

21,063

22,582

2,024

2,104

2,368

Adjusted Admissions

28,825

29,216

31,419

SNF

312

292

268

Patient Days

92,158

103,599

106,291

Rehab

-

-

-

Adjusted Patient Days

132,345

143,702

147,887

SNF Custodial Care

-

-

-

Adjusted Average Daily Census

362

394

405

SNF Neurocare Unit

-

-

-

Average Length of Stay

4.6

4.9

4.7

Subacute

-

-

-

Acute Case Mix Index

1.4

1.2

1.2

Other

-

-

-

IP Surgeries

3,120

3,112

3,387

OP Surgeries

2,431

2,310

2,722

Deliveries

4,927

4,721

4,431

ER Admits

13,214

14,170

14,538

ER Visits

78,940

78,650

76,845

Psychiatric Acute

Total Discharges

20,063

21,049

22,625

Average Daily Census
General Acute

199

227

238

Psychiatric Acute

34

35

37

ER Conversion %

SNF

19

22

16

General Acute Admits

16.7%

18.0%

18.9%

17,737

18,677

19,957

Rehab

-

-

-

Direct Admissions

6,858

6,893

8,044

Neurocare

-

-

-

Direct Admissions % of Total

34.2%

32.7%

35.6%

SubAcute

-

-

-

Outpatient Visits (Non ER)

252

284

291

Total ADC

____________________
Source: VHS management

Outpatient Visits

84,869

76,138

77,938

150,595

140,618

140,245
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SFMC Top 10 Product Lines and Physicians
Top 10 Product Lines by Cases
# Product Line

Cases

Top 10 Physicians by Cases
% of Total

1 Obstetrics - Delivered

4,445

22% $

2 Normal Newborns

3,496

18%

3 Psychiatry

2,447

12%

4 Cardiovascular Medicine

2,294

12%

5 Gastrointestinal Medicine

1,455

7%

6 Infectious Diseases

1,366

7 Pulmonary Medicine

1,287

8 Neurological Medicine
9 Neonatal
10 General Surgery

% of Total

% of Total

11.9

14%

1.9

2%

2 Physician 2

Internal Med.

1,435

12%

11.7

13%

8.5

7%

3 Physician 3

Internal Med.

1,296

11%

12.2

14%

14.9

13%

4 Physician 4

Internal Med.

1,078

9%

12.1

14%

8.2

7%

5 Physician 5

Internal Med.

1,057

9%

11.6

13%

7%

24.7

21%

6 Physician 6

Internal Med.

1,046

9%

12.5

14%

6%

9.4

8%

7 Physician 7

OBGYN

970

8%

3.3

4%

1,158

6%

9.2

8%

8 Physician 8

Internal Med.

926

8%

5.6

6%

1,034

5%

7.9

7%

9 Physician 9

Psychiatry

917

8%

3.2

4%

4%
100% $

16.3

14%

117.2

100%

% of Total

10 Physician 10 Psychiatry

11,728

Net Rev.

% of Total

#

Physician

Specialty

1 Physician 1

Internal Med.

2 General Surgery

119.7

13%

16.3

13%

2 Physician 2

Internal Med.

3 Obstetrics - Delivered

113.4

12%

16.1

13%

3 Physician 3

4 Cardiovascular Medicine

108.5

12%

14.9

12%

4 Physician 4

5 Neurological Medicine

77.0

8%

9.2

7%

6 Pulmonary Medicine

70.0

8%

9.4

7 Major Trauma

69.7

8%

14.6

8 Orthopedic Surgery

60.6

7%

7.0

9 Gastrointestinal Medicine

57.8

6%

8.2

53.7

6%
100% $

8%
100% $

2.8

3%

86.8

100%

Top 10 Physicians by Gross Revenue
19%

917.3

908

Total

24.7

$

Net Rev.

18% $

20% $

Total

% of Total

2,095

187.0

10 Neonatal

Cases

Internal Med.

Gross Rev.
$

Specialty

1 Physician 1

Top 10 Product Lines by Gross Revenue
1 Infectious Diseases

Physician

14%

19,807

# Product Line

#

16.1

825

Total

Net Rev.

Gross Rev.

Net Rev.

% of Total

12.2

13%

92.2

13%

11.7

12%

Internal Med.

86.8

12%

11.9

12%

Internal Med.

85.9

12%

11.6

12%

5 Physician 5

Internal Med.

83.7

12%

12.5

13%

7%

6 Physician 6

Internal Med.

83.3

11%

12.1

13%

11%

7 Physician 7

Pediatrics

53.6

7%

7.4

8%

5%

8 Physician 8

Internal Med.

46.7

6%

5.7

6%

6%

9 Physician 9

Emergency Med.

45.8

6%

5.9

6%

7.9

6%

10 Physician 10

Internal Med.

128.4

100%

____________________
Source: VHS management
Note: For the 12 months ended June 30, 2018

104.6

% of Total
14% $

Total

$

43.1
$

725.6

6%
100% $

5.6

6%

96.6

100%
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SFMC Employee and Physician Overview
Overview
•

•

Breakdown of Salaries
($ in millions)

SFMC has 2,006 employees (1,650 FTEs) and 436 active physicians
>

Approximately 83%, or 1,679 employees are covered by CBAs

>

SEIU and UNAC have nearly equal union representation with 845 and 834
members, respectively

SFMC has 436 active physicians, with the largest specialties of Internal
Medicine, General Surgery, Pediatrics and Emergency Medicine

Registered Nurses

$

Employees

2017

2018

70.6 $

77.4 $

84.2

Licensed Vocational Nurses

2.9

2.9

2.8

Non-physician Medical Practitioners

0.7

0.8

0.9

Technicians and Specialists

24.6

24.2

26.6

Management and Supervision

11.6

11.4

13.5

Clerical and Other Administrative

8.2

6.8

7.0

Environmental and Food Service

4.4

5.0

5.9

Other Salaries & Wages

4.7

4.9

5.4

127.8 $

133.4 $

Total

Employee FTEs by Type (May 2018)

2016

$

146.3

Summary of Active Physicians by Specialty
Total

(n = 436)
122

Represented

40

40

30

27

26

____________________
Source: VHS management
Note: Financial statistics are not adjusted; detailed quality of earnings analysis will be provided at a later date
(1) Includes provisional, courtesy, temporary and other medical staff

Obstetrics/Gynecology

1,650

Psychiatry

Total FTEs

Radiology

2,006

Emergency Medicine

Total Employees

Pediatrics

327
General Surgery

Not Represented

61
47

1,679

Internal Medicine

Total Represented

16

14

13
Other

834

Orthopaedic Surgery

UNAC

Ophthalmology

845

Anesthesiology

SEIU
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SVMC Select Operating Statistics
Discharges and Average Daily Census by Type
FY 2016A

FY 2017A

Other Operating Statistics
LTM May-18

FY 2017A

FY 2016A

LTM May-18
Other Operating Statistics

Discharges

Admissions

10,046

11,099

11,237

-

Adjusted Admissions

14,498

15,220

15,320

544

500

Patient Days

56,994

64,539

66,247

453

442

435

Adjusted Patient Days

82,249

88,500

90,318

SNF Custodial Care

-

-

-

Adjusted Average Daily Census

225

242

247

SNF Neurocare Unit

-

-

-

Average Length of Stay

5.7

5.8

5.9

Subacute

-

-

-

Acute Case Mix Index

1.8

1.8

1.9

Other

-

-

-

IP Surgeries

2,438

2,651

2,964

OP Surgeries

3,216

3,186

3,352

Deliveries

-

-

-

ER Admits

6,308

7,080

7,073

27,955

30,300

29,785

9,097

10,102

10,337

Psychiatric Acute

-

-

SNF

514

Rehab

General Acute

Total Discharges

10,064

11,088

11,272

Average Daily Census
General Acute

119

140

146

ER Visits

Psychiatric Acute

-

-

-

ER Conversion %

22.6%

23.4%

23.7%

SNF

21

22

21

General Acute Admits

9,081

10,112

10,322

Rehab

15

15

15

Direct Admissions

3,738

4,019

4,164

37.2%

36.2%

37.1%

Neurocare

-

-

-

Direct Admissions % of Total

SubAcute

-

-

-

Outpatient Visits (Non ER)

51,278

51,875

51,357

156

177

181

Outpatient Visits

72,925

75,095

74,069

Total ADC

____________________
Source: VHS management
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SVMC Top 10 Product Lines and Physicians
Top 10 Product Lines by Cases
# Product Line

Cases

Top 10 Physicians by Cases
% of Total

1 Cardiovascular Medicine

1,348

17% $

2 Infectious Diseases

1,087

13%

3 Gastrointestinal Medicine

1,072

13%

4 Orthopedic Surgery

1,017

12%

5 Pulmonary Medicine

925

11%

6 Orthopedic Medicine

580

7 Neurological Medicine

570

8 Urology Medicine
9 General Surgery
10 Oncology Medicine

% of Total

18% $

15.4

19%

2 Physician 2

Internal Med.

1,309

18%

6.5

8%

3 Physician 3

Family Med.

938

15.8

20%

4 Physician 4

Internal Med.

834

6.6

8%

5 Physician 5

Internal Med.

7%

5.9

7%

6 Physician 6

7%

5.3

7%

7 Physician 7

569

7%

3.9

5%

524

6%

8.1

10%

5%
100% $

4.1

5%

79.7

100%

% of Total

6.2

9%

13%

6.8

10%

11%

11.0

16%

833

11%

7.7

11%

Internal Med.

527

7%

5.1

7%

Family Med.

523

7%

4.8

7%

8 Physician 8

Internal Med.

423

6%

3.0

4%

9 Physician 9

Internal Med.

380

5%

7.1

10%

10 Physician 10 Internal Med.

7,473

Net Rev.

% of Total

#

Physician

Specialty
Internal Med.

116.5

15%

15.8

20%

2 Physician 2

3 Cardiovascular Medicine

94.9

12%

8.2

10%

4 General Surgery

84.8

11%

8.1

10%

5 Pulmonary Medicine

76.0

10%

6.6

6 Gastrointestinal Medicine

59.9

8%

7 Cath / EP

48.6

6%

8 Neurological Medicine

45.0

9 Orthopedic Medicine

40.6
32.8

5%
100% $

Gross Rev.

17% $

Internal Med.

114.0

3 Physician 3

Internal Med.

4 Physician 4

Internal Med.

8%

5 Physician 5

6.5

8%

4.3

5%

6%

5.3

5%

5.9

4%

7%
100%

Net Rev.

% of Total

13.6

19%

16%

6.2

9%

88.7

13%

11.0

16%

82.7

12%

7.7

11%

Family Med.

79.3

11%

6.8

10%

6 Physician 6

Family Med.

61.1

9%

4.8

7%

7 Physician 7

Internal Med.

44.9

6%

7.1

10%

7%

8 Physician 8

Internal Med.

42.3

6%

5.1

7%

7%

9 Physician 9

Internal Med.

40.0

6%

4.7

7%

4.1

5%

10 Physician 10

Internal Med.

80.2

100%

____________________
Source: VHS management
Note: For the 12 months ended June 30, 2018

Total

$

% of Total

116.7

100% $

4.7
69.9

Top 10 Physicians by Gross Revenue
1 Physician 1

768.4

345

Total

19%

$

% of Total
19%

15.4

Total

Net Rev.
13.6

22% $

10 Oncology Medicine

% of Total

1,361

169.4

2 Orthopedic Surgery

Cases

Internal Med.

Gross Rev.
$

Specialty

1 Physician 1

Top 10 Product Lines by Gross Revenue
1 Infectious Diseases

Physician

10%

8,139

# Product Line

#

8.2

447

Total

Net Rev.

33.9
$

703.5

5%
100% $

3.0

4%

69.9

100%
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SVMC Employee and Physician Overview
Overview

Breakdown of Salaries
($ in millions)

•

•

SVMC has 1,117 employees (944 FTEs) and 516 active physicians
>

Approximately 69%, or 768 employees, are covered by CBAs

>

CNA and SEIU have union representation of 468 and 300 members,
respectively

SVMC has 516 active physicians, with the three largest specialties of
Internal Medicine, Radiology, and General Surgery

Registered Nurses

$

2018

33.3 $

37.1 $

40.7

0.6

0.6

0.7

Non-physician Medical Practitioners

1.1

1.2

1.6

17.1

18.0

20.5

Management and Supervision

7.4

7.8

8.1

Clerical and Other Administrative

6.1

5.4

6.5

Environmental and Food Service

0.3

0.3

0.5

Other Salaries & Wages

2.2

2.2

2.4

Total

Employees

2017

Licensed Vocational Nurses
Technicians and Specialists

Employee FTEs by Type (May 2018)

2016

$

68.0 $

72.6 $

81.0

Summary of Active Physicians by Specialty
Total

(n = 516)
145

Represented

944

19

18

17

15

____________________
Source: VHS management
Note: Financial statistics are not adjusted; detailed quality of earnings analysis will be provided at a later date
(1) Includes provisional, courtesy, temporary and other medical staff

Other

21

Family Medicine

28

Otolaryngology

30

Ophthalmology

Total FTEs

1,117

General Surgery

Total Employees

53

349
Radiology

Not Represented

66

768

Internal Medicine

Total Represented

Interventional Cardiology

300

Emergency Medicine

SEIU

104

Orthopaedic Surgery

468

Anesthesiology

CNA
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OCH Select Operating Statistics
Discharges and Average Daily Census by Type
FY 2016A

FY 2017A

Other Operating Statistics

9,634

9,499

Adjusted Admissions

15,053

14,807

14,703

-

Patient Days

44,385

44,282

45,306

-

-

Adjusted Patient Days

69,690

68,059

70,126

-

-

-

Adjusted Average Daily Census

190

186

192

-

-

-

Average Length of Stay

4.6

4.6

4.8

Acute Case Mix Index

1.5

1.4

1.6

9,615

9,474

Psychiatric Acute

-

-

-

SNF

-

-

Rehab

-

SNF Custodial Care
SNF Neurocare Unit

31

37

20

Subacute
Total Discharges

LTM May-18

9,587

9,565

Other

FY 2017A

Other Operating Statistics

Discharges
General Acute

FY 2016A

LTM May-18

Admissions

-

-

-

IP Surgeries

1,964

1,897

1,956

9,585

9,652

9,505

OP Surgeries

2,371

2,544

2,393

Deliveries

2,257

2,126

1,715

ER Admits

5,791

6,027

6,356

53,333

52,114

52,317

Average Daily Census
99

General Acute

100

101

ER Visits

Psychiatric Acute

-

-

-

ER Conversion %

10.9%

11.6%

12.1%

SNF

-

-

-

General Acute Admits

9,565

9,599

9,467

Rehab

-

-

-

Direct Admissions

3,796

3,607

3,143

Neurocare

-

-

-

Direct Admissions % of Total

39.6%

37.4%

33.1%

SubAcute
Total ADC

22

22

23

121

121

124

____________________
Source: VHS management

Outpatient Visits (Non ER)
Outpatient Visits

90,313

80,508

75,331

137,855

126,595

121,292
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OCH Top 10 Product Lines and Physicians
Top 10 Product Lines by Cases
# Product Line

Cases

Top 10 Physicians by Cases
% of Total

1 Obstetrics - Delivered

1,622

20% $

2 Normal Newborns

1,350

3 Infectious Diseases

Net Rev.

% of Total

#

Physician

Specialty

Cases

% of Total

Net Rev.

% of Total

11.0

14%

1 Physician 1

Family Med.

487

13% $

3.0

7%

17%

0.8

1%

2 Physician 2

Ortho

470

13%

6.2

14%

1,018

13%

20.5

25%

3 Physician 3

Internal Med.

443

12%

6.2

14%

4 Cardiovascular Medicine

830

10%

7.3

9%

4 Physician 4

Internal Med.

414

11%

6.9

16%

5 Gastrointestinal Medicine

786

10%

6.8

8%

5 Physician 5

Internal Med.

410

11%

5.4

12%

6 Pulmonary Medicine

686

9%

7.8

10%

6 Physician 6

OBGYN

371

10%

2.1

5%

7 Orthopedic Surgery

638

8%

11.9

15%

7 Physician 7

Internal Med.

368

10%

5.1

12%

8 General Surgery

415

5%

8.2

10%

8 Physician 8

Internal Med.

302

8%

4.3

10%

9 Neurological Medicine

353

4%

4.0

5%

9 Physician 9

Pediatrics

225

6%

0.3

1%

3.1

4%

10 Physician 10 Internal Med.

81.2

100%

10 Neonatal

350

Total

8,048

4%
100% $

Top 10 Product Lines by Gross Revenue
# Product Line
1 Infectious Diseases

Gross Rev.
$

137.1

% of Total
21% $

221

Total

3,711

6%
100% $

3.7

9%

43.2

100%

Top 10 Physicians by Gross Revenue
Net Rev.

% of Total

#

Physician

Specialty

20.5

23%

1 Physician 1

Internal Med.

Gross Rev.
$

% of Total

Net Rev.

% of Total

62.4

17% $

4.2

9%

2 Pulmonary Medicine

86.8

13%

7.8

9%

2 Physician 2

Internal Med.

44.8

12%

6.9

14%

3 Orthopedic Surgery

81.4

13%

11.9

13%

3 Physician 3

Internal Med.

43.4

12%

6.2

13%

4 Obstetrics - Delivered

61.6

10%

11.0

12%

4 Physician 4

Internal Med.

43.2

12%

6.2

13%

5 General Surgery

59.9

9%

8.2

9%

5 Physician 5

Internal Med.

37.9

10%

5.1

11%

6 Cardiovascular Medicine

59.2

9%

7.3

8%

6 Physician 6

Internal Med.

37.0

10%

5.4

11%

7 Gastrointestinal Medicine

48.9

8%

6.8

8%

7 Physician 7

Internal Med.

33.9

9%

4.3

9%

8 Cath / EP

43.6

7%

6.4

7%

8 Physician 8

Internal Med.

24.1

7%

3.7

8%

9 Spinal Fusion Surgery

33.1

5%

4.7

5%

9 Physician 9

Family Med.

22.0

6%

3.0

6%

4.0

5%

10 Physician 10

Internal Med.

88.4

100%

10 Neurological Medicine
Total

33.0
$

644.8

5%
100% $

____________________
Source: VHS management
Note: For the 12 months ended June 30, 2018

Total

22.0
$

370.7

6%
100% $

3.1

6%

48.0

100%
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OCH Employee and Physician Overview
Overview

($ in millions)

OCH has 1,399 employees (981 FTEs) and 600 active physicians
Approximately 82%, or 1,148 employees, are covered by CBAs
Registered Nurses

– CNA has the largest union representation, with 544 members

Licensed Vocational Nurses

– SEIU has representation of 524 members
OCH has 600 active physicians, with the three largest specialties of Internal
Medicine, Radiology and Pediatrics

1.0

-

-

-

22.7

22.1

22.8

Management and Supervision

9.8

9.0

9.9

Clerical and Other Administrative

5.4

5.1

5.8

Environmental and Food Service

5.3

5.8

5.8

Other Salaries & Wages

7.2

7.8

6.8

Non-physician Medical Practitioners
Technicians and Specialists

SEIU

524

Eng. & Sci. of CA, Local 20

50

Local 39, Stationary Eng.

16

CLVNA

14

95.9 $

98.2 $

104.0

(n = 600)
127
109
66

56

50

37

37

35

35

33
15

____________________
Source: VHS management
Note: Financial statistics are not adjusted; detailed quality of earnings analysis will be provided at a later date
(1) Includes provisional, courtesy, temporary and other medical staff

Emergency Medicine

981

Anesthesiology

1,399

Pediatrics

251

Radiology

1,148
Obstetrics/Gynecology

Total FTEs

$

Other

544

Total Employees

52.0

Ophthalmology

Total

CNA

Not Represented

47.4 $

Summary of Active Physicians by Specialty

Represented

Total Represented

44.6 $

1.0

Internal Medicine

Employees

2018

1.0

Total

Employee FTEs by Type (May 2018)

2017

Orthopaedic Surgery

•

$

2016

General Surgery

>

Family Medicine

•

Breakdown of Salaries
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SLRH Select Operating Statistics
Discharges and Average Daily Census by Type
FY 2016A

FY 2017A

Other Operating Statistics
FY 2016A

LTM May-18

FY 2017A

LTM May-18

Other Operating Statistics

Discharges

Admissions

2,621

2,691

3,027

-

Adjusted Admissions

5,432

5,664

6,018

-

-

Patient Days

9,553

9,280

10,785

-

-

-

Adjusted Patient Days

19,797

19,532

21,441

SNF Custodial Care

-

-

-

Adjusted Average Daily Census

54

54

59

SNF Neurocare Unit

-

-

-

Average Length of Stay

3.6

3.4

3.6

Subacute

-

-

-

Acute Case Mix Index

1.3

1.2

1.2

Other

-

-

-

IP Surgeries

858

684

743

2,607

2,703

3,017

OP Surgeries

1,515

2,088

1,566

Deliveries

327

339

339

ER Admits

2,032

2,169

2,532

ER Visits

27,506

28,600

29,493

2,607

2,703

3,017

Psychiatric Acute

-

-

SNF

-

Rehab

General Acute

Total Discharges
Average Daily Census

30

25

26

General Acute

7.4%

7.6%

8.6%

Psychiatric Acute

-

-

-

ER Conversion %

SNF

-

-

-

General Acute Admits

Rehab

-

-

-

Direct Admissions

Neurocare

-

-

-

Direct Admissions % of Total

SubAcute

-

-

-

Outpatient Visits (Non ER)

27,168

26,170

24,096

Total ADC

26

25

30

Outpatient Visits

52,642

52,601

51,057

____________________
Source: VHS management

2,621

2,691

3,027

589

522

495

22.5%

19.4%

16.4%
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SLRH Top 10 Product Lines and Physicians
Top 10 Product Lines by Cases
# Product Line

Cases

Top 10 Physicians by Cases
% of Total

Net Rev.

% of Total

#

Physician

Specialty

Cases

% of Total

Net Rev.

% of Total

1 Gastrointestinal Medicine

361

14% $

2.9

11%

1 Physician 1

Anesthesiology

557

21% $

5.8

22%

2 Cardiovascular Medicine

348

13%

2.7

10%

2 Physician 2

Family Med.

539

20%

5.8

22%

3 Pulmonary Medicine

347

13%

4.1

16%

3 Physician 3

Internal Med.

352

13%

5.7

22%

4 Obstetrics - Delivered

345

13%

2.2

8%

4 Physician 4

Internal Med.

322

12%

3.2

12%

5 Infectious Diseases

326

12%

7.4

28%

5 Physician 5

Pediatrics

178

7%

0.2

1%

6 Normal Newborns

302

12%

0.2

1%

6 Physician 6

Internal Med.

165

6%

2.0

8%

7 General Surgery

198

8%

3.9

15%

7 Physician 7

OBGYN

164

6%

1.0

4%

8 Neurological Medicine

150

6%

1.4

5%

8 Physician 8

Pediatrics

149

6%

0.1

1%

9 Endocrinology Medicine

127

5%

0.8

3%

9 Physician 9

OBGYN

145

5%

0.9

4%

10 Urology Medicine

121

5%

0.9

3%

10 Physician 10 Internal Med.

86

3%

1.1

4%

26.4

100%

25.9

100%

Total

2,625

100% $

Top 10 Product Lines by Gross Revenue
# Product Line
1 Infectious Diseases

Gross Rev.
$

% of Total

Total

2,657

Top 10 Physicians by Gross Revenue
Net Rev.

% of Total

#

Physician

Specialty

52.4

26% $

7.4

26%

1 Physician 1

Internal Med.

2 Pulmonary Medicine

30.4

15%

4.1

15%

2 Physician 2

3 Cardiovascular Medicine

25.1

12%

2.7

9%

4 General Surgery

24.7

12%

3.9

14%

5 Gastrointestinal Medicine

22.3

11%

2.9

6 Orthopedic Surgery

14.8

7%

7 Neurological Medicine

11.9

8 Obstetrics - Delivered

10.2

9 Endocrinology Medicine

7.0

10 Urology Medicine
Total

6.1
$

204.8

100% $

Gross Rev.

% of Total

Net Rev.

% of Total

47.8

24% $

5.7

21%

Anesthesiology

45.8

23%

5.8

22%

3 Physician 3

Family Med.

39.7

20%

5.8

22%

4 Physician 4

Internal Med.

24.7

12%

3.2

12%

10%

5 Physician 5

Internal Med.

12.0

6%

2.0

7%

2.1

7%

6 Physician 6

Internal Med.

8.8

4%

1.1

4%

6%

1.4

5%

7 Physician 7

Internal Med.

6.2

3%

0.6

2%

5%

2.2

8%

8 Physician 8

General Surg.

6.0

3%

0.9

3%

3%

0.8

3%

9 Physician 9

Internal Med.

5.7

3%

0.6

2%

0.9

3%

10 Physician 10

OBGYN

28.3

100%

3%
100% $

____________________
Source: VHS management
Note: For the 12 months ended June 30, 2018

Total

$

5.0
$

201.7

2%
100% $

1.0

4%

26.8

100%
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SLRH Employee and Physician Overview
Overview

Breakdown of Salaries
($ in millions)

• SLRH has 480 employees (317 FTEs) and 199 active physicians
Approximately 85%, or 407 employees, are covered by CBAs
– CNA and SEIU have the largest union representation with 204 and
181 members, respectively
• SLRH has 199 active physicians, with the three largest specialties Radiology,
Emergency Medicine and Internal Medicine

Registered Nurses

$

13.8 $

16.0

-

-

Non-physician Medical Practitioners

-

-

-

Technicians and Specialists

4.9

5.1

5.7

Management and Supervision

3.7

3.7

4.0

Clerical and Other Administrative

2.3

2.0

2.1

Environmental and Food Service

1.1

1.3

1.3

Other Salaries & Wages

2.4

2.2

2.2

$

28.6 $

28.2 $

31.3

10

32
19

73

Total Employees

480
317

Internal Medicine

Not Represented

Emergency Medicine

407

17

15
9

8

8

____________________
Source: VHS management
Note: Financial statistics are not adjusted; detailed quality of earnings analysis will be provided at a later date
(1) Includes provisional, courtesy, temporary and other medical staff

5

5
Other

Local 39, Stationary Eng.

33

Teleneurology

12

Pathology

Eng. & Sci. of CA, Local 20

Family Medicine

181

Anesthesiology

SEIU

48

General Surgery

204

(n = 199)

Pediatrics

Total

CNA

Total FTEs

14.3 $

Summary of Active Physicians by Specialty

Represented

Total Represented

2018

-

Radiology

Employees

2017

Licensed Vocational Nurses

Total

Employee FTEs by Type (May 2018)

2016

Orthopaedic Surgery

>
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SMC Select Operating Statistics
Discharges and Average Daily Census by Type
FY 2016A

FY 2017A

Other Operating Statistics

Other Operating Statistics

Discharges

Admissions

5,353

5,692

5,294

Adjusted Admissions

8,079

8,227

8,037

Patient Days

43,690

45,242

44,646

-

Adjusted Patient Days

65,941

65,390

67,776

-

-

Adjusted Average Daily Census

180

179

186

-

-

Average Length of Stay

8.2

7.9

8.4

Acute Case Mix Index

1.8

1.8

1.8

5,207

5,320

5,668

Psychiatric Acute

-

-

SNF

-

-

-

Rehab

-

-

SNF Custodial Care

-

SNF Neurocare Unit

-

General Acute

Total Discharges

86

20

27

25

Subacute
Other

-

-

-

IP Surgeries

1,100

1,267

1,135

5,345

5,695

5,313

OP Surgeries

2,757

2,721

2,913

Deliveries

-

-

-

ER Admits

4,722

4,932

4,501

ER Visits

29,067

28,410

27,433

Average Daily Census

ER Conversion %

16.2%

17.4%

16.4%

-

General Acute Admits

5,324

5,664

5,176

-

-

Direct Admissions

631

760

793

-

-

Direct Admissions % of Total

11.8%

13.4%

15.0%

Psychiatric Acute

-

-

SNF

-

-

Rehab

-

Neurocare

-

Total ADC

76

83

78

General Acute

SubAcute

LTM May-18

FY 2017A

FY 2016A

LTM May-18

4

42

41

43

119

124

122

____________________
Source: VHS management

Outpatient Visits (Non ER)

107,432

93,720

99,170

Outpatient Visits

131,777

117,198

122,102
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SMC and SMCC Employee and Physician Overview
Overview

Breakdown of Salaries
($ in millions)

SMC and SMCC have 1,330 employees (859 FTEs) and 476 active physicians
>

•

Approximately 86%, or 1,138 employees, are covered by CBAs
– NUHW has the largest union representation, with 690 members

Registered Nurses

$

Licensed Vocational Nurses

SMC has 476 active physicians, with the three largest specialties Internal
Medicine, Radiology and Emergency Medicine

38.9
3.8

-

-

-

20.6

21.0

23.8

Management and Supervision

5.8

7.3

9.5

Clerical and Other Administrative

7.9

7.7

7.7

Environmental and Food Service

6.4

6.8

6.8

Other Salaries & Wages

6.6

7.3

8.1

$

82.4 $

88.2 $

98.6

30

Local 39, Stationary Eng.

22

59

53

1,138

34

29

21

19

16

14

14
Podiatrist

Eng. & Sci. of CA, Local 20

86

Family Medicine

396

Plastic Surgery

CNA

131

General Surgery

690

(n = 476)

Anesthesiology

Total

NUHW

Psychiatry

Orthopaedic Surgery

859

Emergency Medicine

1,330

Radiology

192
Internal Medicine

Total FTEs

34.9 $

Summary of Active Physicians by Specialty (SMC only)

Represented

Total Employees

32.2 $

Non-physician Medical Practitioners

Employee FTEs by Type (May 2018)

Not Represented

2018

3.4

Total

Total Represented

2017

3.1

Technicians and Specialists

Employees

2016

____________________
Source: VHS management
Note: Financial statistics are not adjusted; detailed quality of earnings analysis will be provided at a later date
(1) Includes provisional, courtesy, temporary and other medical staff

Other

•
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SMCC Select Operating Statistics
Discharges and Average Daily Census by Type
FY 2016A

FY 2017A

Other Operating Statistics
LTM May-18

FY 2017A

FY 2016A

LTM May-18
Other Operating Statistics

Discharges
General Acute

-

-

-

Admissions

119

142

83

Psychiatric Acute

-

-

-

Adjusted Admissions

144

166

96

SNF

104

121

Patient Days

36,680

39,889

41,487

Rehab

-

-

-

Adjusted Patient Days

44,483

46,743

47,846

SNF Custodial Care

-

-

-

Adjusted Average Daily Census

122

128

131

SNF Neurocare Unit

-

-

-

Average Length of Stay

308.2

280.9

499.8

Subacute

-

-

-

Acute Case Mix Index

-

-

-

Other

-

-

-

IP Surgeries

-

-

-

104

121

79

OP Surgeries

-

-

-

Deliveries

-

-

-

ER Admits

-

1

-

3,047

2,636

2,641

Total Discharges

79

Average Daily Census
General Acute

-

-

-

ER Visits

Psychiatric Acute

-

-

-

ER Conversion %

SNF

100

109

114

General Acute Admits

Rehab

-

-

-

Direct Admissions

Neurocare

-

-

-

Direct Admissions % of Total

100.0%

99.3%

100.0%

SubAcute

-

-

-

Outpatient Visits (Non ER)

6,713

5,706

7,777

100

109

114

15

14

14

Total ADC

____________________
Source: VHS management

Outpatient Visits

0.0%

0.0%

0.0%

-

-

-

119

141

83

85
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SMCC Top 10 Product Lines and Physicians
Top 10 Product Lines by Cases
# Product Line

Cases

Top 10 Physicians by Cases
% of Total

Net Rev.

% of Total

#

Physician

Specialty

Cases

% of Total

1 Neurological Medicine

26

36% $

1.0

48%

1 Physician 1

Internal Med.

67

2 Orthopedic Medicine

12

17%

0.2

10%

2 Physician 2

Internal Med.

6

Internal Med.

3

Internal Med.

1

11

15%

0.4

17%

3 Physician 3

4 Cardiovascular Medicine

5

7%

0.2

9%

4 Physician 4

5 Dermatology

5

7%

0.1

4%

6 Gastrointestinal Medicine

5

7%

0.1

4%

7 Oncology Medicine

3

4%

0.0

0%

8 Urology Medicine

2

3%

0.1

7%

9 Infectious Diseases

2

3%

0.0

0%

10 Hematology

1

1%

0.0

0%

100% $

2.1

100%

3 Psychiatry

Total

72

Top 10 Product Lines by Gross Revenue
# Product Line
1 Neurological Medicine

Gross Rev.
$

% of Total

Total

77

Net Rev.

% of Total

#

Physician

Specialty

Gross Rev.

44% $

1.0

43%

1 Physician 1

Internal Med.

2 Psychiatry

1.8

16%

0.4

16%

2 Physician 2

Internal Med.

0.6

3 Orthopedic Medicine

1.5

13%

0.2

9%

3 Physician 3

Internal Med.

4 Cardiovascular Medicine

0.7

6%

0.2

8%

4 Physician 4

Internal Med.

5 Gastrointestinal Medicine

0.6

5%

0.1

4%

6 Dermatology

0.5

5%

0.1

3%

7 Urology Medicine

0.5

4%

0.1

6%

8 Pulmonary Medicine

0.3

3%

0.1

5%

9 Endocrinology Medicine

0.3

2%

0.1

3%

Total

0.2
$

11.5

% of Total

2.3

96%

8%

0.1

4%

4%

0.0

1%

1%

0.0

0%

100% $

2.4

100%

Top 10 Physicians by Gross Revenue

5.1

10 Burn

87% $

Net Rev.

2%

0.1

3%

100% $

2.4

100%

____________________
Source: VHS management
Note: For the 12 months ended June 30, 2018

Total

$

$

11.0

% of Total

Net Rev.

% of Total

2.3

96%

5%

0.1

4%

0.1

1%

0.0

1%

0.0

0%

0.0

0%

100% $

2.4

100%

11.8

94% $
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SMC and SMCC Employee and Physician Overview
Overview

Breakdown of Salaries
($ in millions)

•

SMC and SMCC have 1,330 employees (859 FTEs) and 476 active physicians
>

•

Approximately 86%, or 1,138 employees, are covered by CBAs
– NUHW has the largest union representation, with 690 members

Registered Nurses

$

Licensed Vocational Nurses

SMC has 476 active physicians, with the three largest specialties Internal
Medicine, Radiology and Emergency Medicine

2017

2018

32.2 $

34.9 $

38.9

3.1

3.4

3.8

-

-

-

20.6

21.0

23.8

Management and Supervision

5.8

7.3

9.5

Clerical and Other Administrative

7.9

7.7

7.7

Environmental and Food Service

6.4

6.8

6.8

Other Salaries & Wages

6.6

7.3

8.1

Non-physician Medical Practitioners
Technicians and Specialists

Total

Employee FTEs by Type (May 2018)
Employees

2016

$

82.4 $

88.2 $

98.6

Summary of Active Physicians by Specialty (SMCC only)
Total

(n = 28)
15

Represented
396

Eng. & Sci. of CA, Local 20

30

Local 39, Stationary Eng.

22

Total FTEs

1

1

1

192
1,330
859

Podiatrist

Total Employees

3

Internal Medicine

Not Represented

1,138

Emergency Medicine

Total Represented

7

Ophthalmology

CNA

Family Medicine

690

Psychiatry

NUHW

____________________
Source: VHS management, company financials
Note: Financial statistics are not adjusted; detailed quality of earnings analysis will be provided at a later date
(1) Includes provisional, courtesy, temporary and other medical staff
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Overview of Corporate Allocation and Management Services
•
•

Corporate overhead is consolidated at the parent level or at Verity Business Services and allocated among VHS's respective facilities
In addition, VHS pays a monthly management fee to Integrity via the system office in exchange for providing executive oversight (CEO,
COO, CMO and CFO), which is allocated to the hospitals as a percent of total operating expenses
Account

Corporate Management Services

Corporate Entity
System Office

Description of Services Provided

Allocation Methodology

Corporate Office positions, including VPs, Directors and Hospital CEOs. Key

Based on the hospitals' adjusted operating expenses

departments included in the allocated costs include:

as a percentage of total adjusted operating

- Administration

expenses for FY 2016 and 2017. Based on # of

- Legal

employees for FY 2018.

- Managed Care
- Compliance
- Risk Management
- Human Resources
- Treasury
- Internal Audit
- Faci ities
Integrity Management Services

IT Services

System Office

System Office

Management fees charged to VHS from Integrity. Integrity provides the Verity Health Based on the hospitals' adjusted operating expenses
System CEO, CFO, COO and CMO.

as a percentage of total operating expenses.

IT services are managed and recorded centrally at the Corporate office.

Based on the hospitals' adjusted operating expenses
as a percentage of total adjusted operating
expenses for FY 2016 and 2017. Based on # of
employees for FY 2018.

Verity Business Services and System

VBS

Office Allocation

Certain functions are centralized at the Corporate office, including:

Based on the hospitals' adjusted operating expenses

- Accounting

as a percentage of total adjusted operating

- A/P

expenses for FY 2016 and 2017. Based on # of

- Purchasing

employees for FY 2018.

- Reimbursement
- Financial Reporting
PFS Outsource Net Expense

VBS

The PFS function is performed centrally at the Corporate office. Represents costs

Based on the hospitals' adjusted net patient

associated with PFS payroll and vendors (i.e. collection agencies).

revenues as a percentage of total adjusted net
patient revenues for FY 2018. Based on the
hospitals' adjusted operating expenses as a
percentage of total adjusted operating expenses for
FY 2016 and 2017.

____________________
Source: VHS management, company financials
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Detailed Overhead and Management Fee Allocation by Entity(1)
SMCC

SMC

SLRH

OCH

SVMC

SFMC

2016

2017

2018

2016

2017

2018

2016

2017

2018

2016

2017

2018

2016

2017

2018

2016

2017

2018

Corporate Mgmt Svcs

$15.9

$23.6

$16.5

$10.3

$14.1

$10.2

$13.4

$17.5

$12.2

$4.0

$5.2

$3.5

$12.8

$15.5

$9.9

$0.0

$0.0

$1.0

IT Services

10.1

11.4

16.2

7.0

8.4

8.6

9.9

10.9

11.8

3.2

4.4

3.8

9.3

10.3

9.5

0.6

0.6

1.1

VBS and SO Allocation (2)

0.0

4.1

3.2

0.0

2.5

2.0

0.0

2.9

2.3

0.0

0.9

0.7

0.0

2.5

2.0

0.0

0.3

0.2

PFS Outsource(3)

0.0

5.0

6.9

0.0

3.5

4.0

0.0

4.3

5.3

0.0

1.4

1.3

0.0

2.9

3.6

0.0

0.4

0.3

Subtotal Shared Services

$26.0

$44.1

$42.9

$17.3

$28.6

$24.8

$23.3

$35.6

$31.5

$7.2

$11.9

$9.3

$22.2

$31.2

$25.0

$0.6

$1.2

$2.6

Integrity4)

$9.1

$18.5

$17.1

$5.8

$11.0

$10.6

$7.7

$13.6

$12.6

$2.3

$4.1

$3.6

$7.3

$12.1

$10.2

$0.0

$0.0

$1.0

Shared Services + Integrity $35.2

$62.5

$60.1

$23.1

$39.6

$35.4

$31.0

$49.2

$44.2

$9.5

$16.0

$12.9

$29.5

$43.3

$35.2

$0.6

$1.2

$3.6

Account
$ allocation, in millions

% allocation
Corporate Mgmt Svcs

31.1%

31.1%

31.0%

18.6%

18.6%

19.2%

23.0%

23.0%

22.8%

6.9%

6.9%

6.6%

20.5%

20.5%

18.5%

0.0%

0.0%

1.9%

IT Services

25.2%

25.2%

31.8%

18.1%

18.1%

16.9%

23.6%

23.6%

23.1%

9.0%

9.0%

7.4%

22.8%

22.8%

18.7%

1.3%

1.3%

2.1%

VBS and SO Allocation

--

31.1%

31.0%

--

18.6%

19.2%

--

23.0%

22.8%

--

6.9%

6.6%

--

20.5%

18.5%

--

0.0%

1.9%

PFS Outsource

--

31.1%

28.2%

--

18.6%

18.5%

--

23.0%

23.6%

--

6.9%

7.6%

--

20.5%

19.9%

--

0.0%

2.2%

31.1%

31.1%

31.0%

18.6%

18.6%

19.2%

23.0%

23.0%

22.8%

6.9%

6.9%

6.6%

20.5%

20.5%

18.5%

0.0%

0.0%

1.9%

Integrity

____________________
Source: VHS management, company financials
Note: Financial statistics are not adjusted; detailed quality of earnings analysis will be provided at a later date
(1) 2018 shown as of the Eleven Months Ending May 31, 2018; 2016 and 2017 shown as of Fiscal Year Ending June 30, 2016 and 2017
(2) VBS and SO Allocation were pushed down to individual expense accounts (i.e. salaries & wages, purchased services, utilities) in 2016; total 2016
VBS and SO expenses were $1.8M, $1.3M, $6.1M, $1.8M, $5.4M and $0.5M for SFMC, SVMC, OCH, SLRH, SMC and SMCC, respectively
(3) PFS allocation not shown in 2016 as corporate office / third-parties began RCM services for entire system starting in FY17; total PFS expenses for
2016 were $0.5M, $0.4M, $1.9M, $0.6M, $1.7M and $0.1M for SFMC, SVMC, OCH, SLRH, SMC and SMCC, respectively
(4) FY2016 Integrity expenses only covered half of the year
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Unaudited LTM May-18 Income Statement by Entity
SFMC

SVMC

OCH

SLRH

SMC

SMCC

Systems

Eliminations

Total

Office
Patient Revenue

$275.8

$190.1

$246.3

$81.8

$187.9

$22.4

$0.0

($0.0)

Provider Fee Revenue

149.7

17.1

44.8

14.1

42.7

0.0

0.0

0.0

Other Revenue

139.0

32.2

6.4

0.4

7.9

0.5

177.0

(171.0)

192.4

$564.5

$239.3

$297.5

$96.3

$238.4

$22.9

$177.0

($171.0)

$1,465.0

213.9

114.9

166.7

55.3

138.9

17.1

38.1

0.0

744.8

41.2

53.5

42.2

7.7

31.7

2.0

(0.1)

0.0

178.2

166.6

91.7

70.1

21.8

53.2

5.3

62.2

49.8

23.4

22.3

5.6

18.1

0.0

0.0

$471.4

$283.4

$301.3

$90.3

$241.9

$24.3

$100.2

($110.4)

$1,402.6

$93.1

($44.1)

($3.9)

$6.0

($3.5)

($1.4)

$76.8

($60.6)

$62.5

$16.9

$10.5

$12.5

$3.6

$10.1

$1.0

$0.0

$0.0

$54.6

3.5

2.1

2.5

0.8

2.1

0.2

0.0

0.0

11.2

17.2

9.4

12.9

4.2

10.4

1.1

0.0

0.0

55.2

7.5

4.5

5.8

1.5

4.0

0.3

0.0

0.0

23.6

$45.2

$26.4

$33.6

$10.0

$26.7

$2.7

$0.0

$0.0

$144.6

$138.3

($17.6)

$29.7

$16.0

$23.2

$1.3

$76.8

($60.6)

$207.1

Total Revenue
Salaries and Benefits
Supplies
Purchas
Other
Provider Fee Expense
Total Expenses
EBIDAM

(110.4)
0.0

$1,004.3
268.3

360.4
119.2

EBIDAM Adjustments
Allocated Shared Services:
Corporate
VBS
IT
PFS Outsource
Total Shared Services
Adj. EBIDAM

____________________
Source: VHS management, company financials
Note: Excludes Verity Holdings, Verity Medical Foundation and other subsidiaries outside of the hospital corporations; financial statistics are not adjusted;
detailed quality of earnings analysis will be provided at a later date
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SFMC Owned Properties
SFMC Owned
Description

Related Hospital

Address

APN

Hospital Patient Tower

SFMC

3630 E. Imperial Highway

6173-021-008

Lynwood, CA 90262
Health Services Pavilion

SFMC

3630 E. Imperial Highway

[Included in Hospital APN]

Lynwood, CA 90262
Progressive Care Unit

SFMC

3630 E. Imperial Highway

[Included in Hospital APN]

Lynwood, CA 90262
Family Life Center (Freestanding)

SFMC

3630 E. Imperial Highway

[Included in Hospital APN]

Lynwood, CA 90262
Power Plant

SFMC

3630 E. Imperial Highway

[Included in Hospital APN]

Lynwood, CA 90262
Parking Structure #1

SFMC

3630 E. Imperial Highway

[Included in Hospital APN]

Lynwood, CA 90262
Huntington Park Medical Office

SFMC

2700 E. Slauson Ave

Building
Maywood Medical

6320-006-069

Huntington Park, CA 90255
SFMC

5953 S. Atlantic Blvd 5

Office Building

6313-013-028

Maywood, CA 90270

____________________
Source: VHS management
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SVMC Owned Properties
SVMC Owned
Description

Related Hospital

Address

APN

Hospital

SVMC

2131 W 3rd Street

5154-018-018

Los Angeles, CA 90057
Central Plant

SVMC

2131 W 3rd Street

[Included in Hospital APN]

Los Angeles, CA 90057
Stauffer Wing Conference Rooms

SVMC

2131 W 3rd Street

[Included in Hospital APN]

Los Angeles, CA 90057
Doheny Building

SVMC

2131 W 3rd Street

[Included in Hospital APN]

Los Angeles, CA 90057
Cath Village

SVMC

2131 W 3rd Street

[Included in Hospital APN]

Los Angeles, CA 90057
Annex / Boiler

SVMC

2131 W 3rd Street

[Included in Hospital APN]

Los Angeles, CA 90057
Parking Structure

SVMC

2131 W 3rd Street

[Included in Hospital APN]

Los Angeles, CA 90057
Mineral Rights

Unrelated to Hospital Operations

1601 Otto Road

Well No. King Ranch 11-15H

Cheyenne, WY 82001
Vacant land

Unrelated to Hospital Operations

Salton Sea, California

--

Property in Imperial County
Fractional Timeshare of a Condominium

(1)

Unrelated to Hospital Operations

2600 Avenida Del Presidente

898-066-66

San Clemente, CA 92672
Unit 25-Lot 10 of Block 572(2)

Unrelated to Hospital Operations

Rio Grande Estates, Unit 25

--

Valencia, NM

____________________
Source: VHS management
(1) Owned by St. Vincent Medical Center Foundation
(2) Owned by St. Vincent Medical Center Foundation, Lot 10 of Block 572 of Rio Grande Estates, Unit 25

109

STRICTLY CONFIDENTIAL

OCH Owned Properties
OCH Owned
Description
O'Connor Health Center One MOB (JV)

(1)

Related Hospital

Address

APN

OCH

455 O'Connor Dr.

--

San Jose, CA 95128
Acute Care Hospital

OCH

2105 Forest Ave

274-40-081

San Jose, CA 95128
Acute Care Hospital with 2005 ED

OCH
OCH

2105 Forest Ave

274-40-085

San Jose, CA 95128

Addition (1981)
Central Plant Building

274-40-082

San Jose, CA 95128

Addition (1969)
Acute Care Hospital with 2005 ED

2105 Forest Ave

OCH

2105 Forest Ave

[Included in Hospital APN]

San Jose, CA 95128
Acute Care Hospital with 2005 ED

OCH

[Included in Hospital APN]

San Jose, CA 95128

Addition (2005)
Parking Garage and Two Lots

2105 Forest Ave

OCH

2105 Forest Ave

[Included in Hospital APN]

San Jose, CA 95128
O'Connor Medical Office Building

OCH

2101 Forest Ave

[Included in Hospital APN]

San Jose, CA 95128

____________________
Source: VHS management
(1) Medical office building owned through interest in limited partnership. OCH has a preferred equity position of $4,008,000. In the remaining equity, 110
OCH has a 75% equity share (with Toeniskoetter having the remaining 25% share). Toeniskoetter is managing partner. VMF and OCH lease space
in this facility
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SLRH Owned Properties
SLRH Owned
Description

Related Hospital

Address

APN

Hospital (Including Helipad)

SLRH

9400 No Name Uno

835-05-032

Gilroy, CA 95020
Single Dwelling (Vacant House)

SLRH

705 Las Animas Road

[Included in Hospital APN]

Gilroy, CA 95020

____________________
Source: VHS management
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SMC Owned Properties
SMC Owned
Description

Related Hospital

Address

APN

Hospital / CT / Linear Accelerator

SMC

1900 Sullivan Ave

008-084-370

Daly City, CA 94015
Employee Open Air Parking Lot

SMC

Between Parking Lot F and Hospital

[Included in Hospital APN]

Daly City, CA 94015

____________________
Source: VHS management
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Verity Holdings, LLC Owned Properties
Verity Holdings, LLC Owned
Description

Related Hospital

Address

APN

Parking Lot

SFMC

3633 Martin Luther King Jr. Blvd.

6173-015-047

Lynwood, CA 90262
Ministry Services Building

(1)

SFMC

3663 Martin Luther King Jr. Blvd.

6173-019-022

Lynwood, CA 90262
Parking Lot

(1)

SFMC

3621 Martin Luther King Jr. Blvd

6173-015-048

Lynwood, CA 90262
Five Unit Apartment

SFMC

3570 Brenton Avenue

6191-016-008

Lynwood, CA 90057
Medical Office Building

SLRH

18550 Depaul Drive

728-31-013

Morgan Hill, CA 95037
Previous Hospital Facility (Vacant)

SLRH

18500 Depaul Drive

728-31-013

Morgan Hill, CA 95037
Serramonte Medical Dental Center

SMC

1500 Southgate Ave.

008-521-110

Daly City, CA 94015
SMOC#1 Medical Office Building

SMC

1800 Sullivan Ave.

008-084-470

Daly City, CA 94015
SMOC#2 Medical Office Building

SMC

1850 Sullivan Avenue

008-084-460

Daly City, CA 94015
Vacant Land/Green Space

SMC

1800/1850 Sullivan Ave

008-084-500

Daly City, CA 94015
Employee and Overflow Parking West of

SMC

1900 Sullivan Ave

Hospital
Vacant Land West of

008-271-430

Daly City, CA 94015
SMC

1900 Sullivan Ave

Hospital

008-104-120

Daly City, CA 94015
____________________
Source: VHS management
(1) Properties/details to be verified
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Verity Holdings, LLC Owned Properties (cont’d)
Verity Holdings, LLC Owned
Description

Related Hospital

Address

APN

Employee and Overflow Parking West of

SMC

1900 Sullivan Ave

008-104-100

Hospital
Employee and Overflow Parking West of

Daly City, CA 94015
SMC

1900 Sullivan Ave

Hospital
Visitor Parking South of

Daly City, CA 94015
SMC

1900 Sullivan Ave

Hospital
Access Road/Green Belt

008-104-110
008-520-190

Daly City, CA 94015
SMC

1800/1850 Sullivan Ave

008-084-480

Daly City, CA 94015
Access Road/Green Belt

SMC

1800/1850 Sullivan Ave

008-084-540

Daly City, CA 94015
Parking

SMC

1800/1850 Sullivan Ave

008-084-430

Daly City, CA 94015
Parking

SMC

1800/1850 Sullivan Ave

008-084-440

Daly City, CA 94015
Vacant Land/Green Space

SMC

1800/1850 Sullivan Ave

008-084-520

Daly City, CA 94015
Vacant Land/Green Space

SMC

1800/1850 Sullivan Ave

008-084-530

Daly City, CA 94015
Seton Medical Center Coastside (Hospital

SMCC

600 Marine Blvd

and Nursing Home)
St. Vincent Professional Office Building

037-160-090

Moss Beach, CA 94038
SVMC

199 & 201 S. Alvarado Street

5154-018-019

Los Angeles 90057
Mark Taper a/k/a MTTC Building(1)

SVMC

2200 W. 3rd St.

5154-034-006

Los Angeles, CA 90057
____________________
Source: VHS management
(1) Connected to Hospital via Sky Bridge
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Verity Holdings, LLC Owned Properties (cont’d)
Verity Holdings, LLC Owned
Description

Related Hospital

Address

APN

Seton Hall Convent / Guest Lodge

SVMC

262 & 272 S Lake Street / 2120 Valley

5154-018-021

Los Angeles, CA 90057
Ocean View Pavillion

SVMC

2222 Ocean View Avenue

5154-033-021

Los Angeles, CA 90057
Vacant

SVMC

143 S. Alvarado St.

5154-008-012

Los Angeles, CA 90057
Vacant Land

SVMC

171 S. Alvarado St.

5154-018-020

Los Angeles, CA 90057
Vacant Land

Unrelated to Hospital Operations

3405 Spring Valley Rd.

062-251-09

Clearlake Oaks, CA 95423
Vacant Land

Unrelated to Hospital Operations

3449 Wolf Creek Rd.

062-112-03

Clearlake Oaks, CA 95423
Twenty-Nine Palms Property

Unrelated to Hospital Operations

Highway 81

0625-251-13-0000

San Bernadino, CA
Vacant Land(1)

Unrelated to Hospital Operations

San Bernadino, CA

____________________
Source: VHS management
(1) TRACT 4408 LOT 34 TRACT NO 4408 LOT 34 EX MNL RTS RESERVATION OF RECORD

0420-204-05-0000
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Disclosures and Contact Information
This Confidential Information Memorandum (“CIM”) has been prepared on behalf of Verity Health System of California, Inc. and its wholly owned subsidiaries and
affiliated entities (collectively, “VHS” or the “Company”) based on information from the Company and published sources, and is being furnished through Cain Brothers, a
division of KeyBanc Capital Markets (“Cain Brothers”), as the Company’s exclusive authorized representative, for informational purposes solely for use by qualified prospects in
considering their interest in entering into a possible transaction with the Company (a “Transaction”). The information contained herein is subject to change without notice.
Neither the Company nor Cain Brothers assumes any responsibility to update any information contained in this CIM or to inform the recipient of information which may affect
this CIM. This CIM has been prepared to assist interested parties in making their own evaluation of the Company and does not purport to be all-inclusive or to contain all
information that a prospective purchaser may desire or that may be required in order to properly evaluate the business, prospects or value of the Company. In all cases,
interested parties should conduct their own investigation and analysis of the Company and the data set forth in this CIM. Industry data and statistics have been obtained or
derived from the Company and published industry sources.
By accepting this CIM, the recipient acknowledges and agrees that all of the information contained herein is highly confidential and subject to the Non-Disclosure
Agreement (“NDA”) executed by the recipient. Without limiting the generality of the foregoing: (1) the recipient will not reproduce this CIM in whole or in part; (2) if the
recipient does not wish to pursue a Transaction relating to the Company, it will (i) promptly return this CIM to Cain Brothers, together with any other materials relating to the
Company which the recipient may have received from the Company, Cain Brothers or any of their respective subsidiaries or affiliates, and (ii) take such other actions, if any,
required by the NDA; (3) the recipient will hold all information and the facts that it is involved in any process relating to the Company and the status thereof as confidential; and
(4) any proposed actions by the recipient which are inconsistent in any manner with the NDA will require the prior written consent of the Company.
Cain Brothers has not independently verified any of the information contained herein, and neither the Company, Cain Brothers nor any of their respective affiliates makes
any representation or warranty (expressed or implied) as to the accuracy or completeness of this CIM or any statements, estimates or projections contained herein. Such
statements, estimates and projections reflect various assumptions made by the Company concerning anticipated results, which are subject to business, economic and
competitive uncertainties and contingencies, many of which are beyond the control of the Company and which may or may not prove to be correct. As a result, no
representation or warranty is made as to the feasibility or attainability of the projected financial information or the accuracy or completeness of the assumptions from which the
projected financial information is derived. There can be no assurance that the projections will be realized. Additionally, certain provisions of various agreements are
summarized in this CIM, but interested parties should not assume that such summaries are complete. Such summaries are qualified in their entirety by reference to the
complete text of such agreements. This CIM speaks only as of the date hereof or as of the date indicated. This CIM does not constitute an offer or invitation for the sale or
purchase of the securities, assets or business described herein. The only information that will have any legal effect will be that specifically represented, warranted and contained
in a definitive agreement relating to a Transaction and executed by the Company (or its shareholders) and a purchaser, and the Company and Cain Brothers disclaim liability for
any loss or damage incurred as a result of any information contained in or omitted from this CIM.
The Company reserves the right to negotiate with one or more qualified prospects at any time and to enter into a definitive agreement relating to a Transaction without
prior notice to the recipient or other prospective purchasers. Further, the Company reserves the right, at any time, to terminate participation in the investigation and proposal
process by any party and to modify any procedures without giving advance notice or providing any reason therefor. The Company also reserves the right during the evaluation
period to take any action, whether within or outside the ordinary course of business.
“Cain Brothers, a division of KeyBanc Capital Markets” is a trade name of Cain Brothers & Company, LLC Member FINRA/SIPC. Cain Brothers & Company, LLC is a
wholly-owned subsidiary of KeyBanc Capital Markets Inc. Member NYSE/FINRA/SIPC.
Carsten Beith
Managing Director
(312) 604-0500
cbeith@cainbrothers.com

Jim Moloney
Managing Director
(415) 962-2961
jmoloney@cainbrothers.com

Ben Herbert*
Director
(415) 962-2957
bherbert@cainbrothers.com

Elizabeth Kim
Vice President
(415) 962-2921
ekim@cainbrothers.com

Ted Kaehler
Vice President
(415) 962-2924
tkaehler@cainbrothers.com

Casey Wade*
Associate
(415) 962-2930
cwade@cainbrothers.com

Devan Ponciroli*
Analyst
(415) 962-2953
dponciroli@cainbrothers.com

Tierra Patmavanu*
Analyst
(415) 962-2944
tpatmavanu@cainbrothers.com

___________________
*Primary contacts for additional information
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Summary of Diligence
Financial Due Diligence
•

Verity engaged PricewaterhouseCoopers (“PwC”) to conduct a Quality of Earnings analysis. PwC presented this analysis on a pre-indirect
corporate allocation basis, recognizing that while stand-alone financial statements do exist, the allocated overhead costs of Verity would be
different for an independent hospital or for a hospital operated by a different health system. PwC was not engaged to provide a detailed
assessment of carve-out and stand-alone costs. A buyer will need to determine which of the indirect corporate allocations are required and
would be incremental to the business.
>

August 16, 2018: PwC principally focused on analyzing the Quality of Earnings for the last two fiscal years ended June 30, 2017 (FY16 and
FY17) and the last twelve months ended May 31, 2018 (LTM May-18).

>

July 7, 2019: In a supplemental analysis, PwC updated the original analysis for last fiscal year ended June 30, 2018 (FY18) and the last twelve
months ended March 31, 2019 (LTM Mar-19).

>

March 1, 2019: PwC created a Quality of Revenue adjusted through the last twelve months ended in December 2018 (LTM Dec-18).

Real Estate Analysis- SMC
•

Phase I Environmental Assessment: (November 2018): Verity retained AEI Consultants to prepare a Phase I Environmental Site Assessment in
conformance with the scope and limitations of the ASTM Standard Practice E1257-13 and EPA Standards and Practices. AEI recommends no
further investigation for the subject property.

•

Preliminary Title Reports (November 2018): Verity engaged Provident Title Company and Chicago Title Insurance Company.

•

Survey: AEI Consultants conducted a land title survey for the 1900 Sullivan Daly City property.
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SMC Select Operating Statistics
Discharges and Average Daily Census by Type
FY 2017A

Other Operating Statistics

FY 2019A

FY 2018A

FY 2018A

FY 2019A

LTM Oct-19

Other Operating Statistics

Discharges
General Acute

FY 2017A

LTM Oct-19

5,668

5,151

4,477

4,501

Admissions

5,692

5,274

5,252

Adjusted Admissions

8,227

8,069

8,162

5,332
8,109

Patient Days

45,242

44,359

48,343

51,047

Adjusted Patient Days

65,390

67,791

75,015

77,642

Average Daily Census

123.95

121.53

132.45

139.85

Psychiatric Acute

-

110

359

353

SNF

-

-

344

419

Rehab

-

-

-

-

SNF Custodial Care

-

-

-

-

Adjusted Average Daily Census

179

186

206

213

SNF Neurocare Unit

-

-

-

-

Average Length of Stay

7.9

8.4

9.2

9.6

Other
Total Discharges

31

31

22

27

Subacute

1.8

1.8

1.8

1.8

-

-

-

-

IP Surgeries

1,267

1,116

916

847

5,695

5,283

5,211

5,304

OP Surgeries

2,721

2,900

2,605

2,539

Average Daily Census
83

General Acute

74

53

55

5

17

18

Acute Case Mix Index

Deliveries

-

-

-

-

ER Admits

4,932

4,447

3,974

4,040

28,410

27,341

24,474

24,380

ER Visits
ER Conversion %

17.4%

16.3%

16.2%

16.6%

General Acute Admits

5,664

5,128

4,484

4,497

760

827

1,278

1,292

Psychiatric Acute

-

SNF

-

Rehab

-

-

-

-

Direct Admissions % of Total

Neurocare

-

-

-

-

Outpatient Visits (Non ER)

SubAcute
Total ADC

26

20

0

41

43

42

41

124

122

132

140

____________________
Source: VHS management

Direct Admissions

Outpatient Visits

13.4%

15.7%

24.3%

24.2%

93,720

99,162

93,652

90,989

117,198

122,056

114,152

111,329
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Corporate Allocation Expense Breakdown
SMC Corporate Expenses by Department
$ in millions
Information Technology

FY 2019A
$

9.7

Commentary

LTM Oct-19
$

% of Total

% of Total

10.4

24%

25%

Revenue Cycle Management

5.8

5.6

15%

14%

Employee Benefits

2.7

2.9

7%

7%

Administration

2.3

2.3

6%

6%

Finance and Accounting

1.8

1.9

4%

5%

Human Resources

0.7

0.7

2%

2%

Legal

0.4

0.7

1%

2%

Other

1.9

1.8

5%

4%

26.3

63%

64%

Total Core Corporate Items

$

25.3

$

•

All figures are unadjusted

•

Quality of Earnings analysis was conducted in August 2018 to
identify recurring indirect corporate expenses for the health
system

•

Corporate expenses are allocated to each of the hospitals based off
methodologies that vary by department

•

The analysis is available by request

•

As of September 2018, the Integrity Management agreement was
terminated and four Senior Executives became direct employees of
Verity

•

Further details of the corporate allocation will be made available in
the data room

Other Items
Revenue Items (non-recurring)

(2.9)

-5%

-7%

Interest

$

3.3

3.7

8%

9%

Depreciation and Amortization

0.2

0.2

0%

0%

Net Reorganization Expenses

9.4

10.9

23%

26%

Admin and Allocation (Management Fees)

3.4

1.9

8%

5%

SCC TSA Costs

(2.0) $

1.4

1%

3%

Total Other

$

14.8

0.6
$

15.0

37%

36%

Total Corporate Allocation - SMC

$

40.1

$

41.3

100%

100%

$

28.9

$

Relevant P&L Line Items
Purchased Services - Corp Allocations

30.4

72%

74%

Reorganization Items

10.2

11.9

25%

29%

3009 - Transaction Related Expenses

(0.9)

(1.0)

-2%

-2%

Management Compensation Expense

1.8

5%

0%

100%

100%

Total

$

40.1

$

41.3

____________________
Note: Summary income statement on page 9 excludes expenses related to the Project Phoenix reorganization and transaction
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SMC Top 10 Product Lines and Physicians
Top 10 Product Lines by Cases
#

Top 10 Physicians by Cases

Product Line

Cases

% of Total

#

Physician 1

Physician

Internal Medicine

Specialty

Cases
833

% of Total
23%

1

CARDIOVASCULAR MEDICINE

655

17%

1

2

PULMONARY MEDICINE

596

15%

2

Physician 2

Internal Medicine

548

15%

3

INFECTIOUS DISEASES

562

14%

3

Physician 3

Internal Medicine

502

14%

4

GASTROINTESTINAL MEDICINE

477

12%

4

Physician 4

Internal Medicine

364

10%

5

PSYCHIATRY

349

9%

5

Physician 5

Internal Medicine

348

10%

6

ONCOLOGY MEDICINE

298

8%

6

Physician 6

Internal Medicine

283

8%

Physician 7

Internal Medicine

214

6%

7

NEUROLOGICAL MEDICINE

286

7%

7

8

CATH/EP

274

7%

8

Physician 8

Internal Medicine

190

5%

9

ORTHOPEDIC SURGERY

224

6%

9

Physician 9

Internal Medicine

180

5%

10

GENERAL SURGERY

198

5%

10

Physician 10

Psychiatry & Neurology

153

4%

3,919

100%

3,615

100%

Total

Top 10 Product Lines by Gross Revenue
#

Product Line

Total

Top 10 Physicians by Gross Revenue

Gross Rev. % of Total Net Rev. % of Total

#

Physician

Specialty

Gross Rev. % of Total Net Rev. % of Total

$93.3

17%

$10.3

16%

1

Physician 1

Internal Medicine

$103.9

20%

$10.6

20%

PULMONARY MEDICINE

93.2

17%

7.4

12%

2

Physician 2

Internal Medicine

73.5

14%

7.7

15%

CARDIOVASCULAR MEDICINE

66.7

12%

6.2

10%

3

Physician 3

Internal Medicine

67.2

13%

6.8

13%

4

CATH/EP

61.3

11%

8.9

14%

4

Physician 4

Internal Medicine

48.5

10%

5.6

11%

5

PSYCHIATRY

49.7

9%

10.6

17%

5

Physician 5

Internal Medicine

48.4

10%

5.5

10%

6

GENERAL SURGERY

45.4

8%

4.7

7%

6

Physician 11

Internal Medicine

42.7

8%

1.8

3%

7

GASTROINTESTINAL MEDICINE

41.1

7%

4.2

7%

7

Physician 6

Internal Medicine

41.0

8%

4.5

9%

8

ORTHOPEDIC SURGERY

38.0

7%

4.6

7%

8

Physician 7

Internal Medicine

29.3

6%

2.3

4%

9

NEUROLOGICAL MEDICINE

36.6

7%

3.4

5%

10

ONCOLOGY MEDICINE

35.4

6%

3.3

5%

9

Physician 10

Psychiatry & Neurology

28.2

6%

5.4

10%

$560.8

100%

$63.6

100%

10

Physician 9

Internal Medicine

24.7

5%

2.7

5%

$507.6

100%

$53.0

100%

1

INFECTIOUS DISEASES

2
3

Total

____________________
Source: VHS management
Note: As of November 2019 TTM.

Total
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SMCC Select Operating Statistics
Discharges and Average Daily Census by Type
FY 2017A

FY 2018A

FY 2019A

Other Operating Statistics
FY 2018A

FY 2019A

LTM Oct-19

Other Operating Statistics

Discharges

Admissions

142

80

68

75

Adjusted Admissions

166

92

77

85

Patient Days

39,889

41,503

40,998

40,884

Adjusted Patient Days

46,743

47,816

46,567

46,242

-

Average Daily Census

109

114

112

112

-

Adjusted Average Daily Census

128

131

128

127

Average Length of Stay

281

519

603

545

Acute Case Mix Index

-

-

-

-

IP Surgeries

-

-

-

-

General Acute

-

-

-

-

Psychiatric Acute

-

-

-

-

SNF

121

Rehab

-

SNF Custodial Care

FY 2017A

LTM Oct-19

-

76
-

62
-

66

SNF Neurocare Unit

-

-

-

-

Subacute

-

-

-

-

Other

-

-

-

-

OP Surgeries

-

-

-

76

62

66

Deliveries

-

-

-

-

ER Admits

1

-

-

1

2,636

2,631

2,373

2,318

Total Discharges

121

ER Visits

Average Daily Census
General Acute

-

-

-

-

Psychiatric Acute

-

-

-

-

SNF

109

114

112

Rehab

-

-

-

0.0%

0.0%

0.0%

-

-

-

-

141

80

68

74

112

Direct Admissions % of Total

99%

100%

100%

99%

-

Outpatient Visits (Non ER)

3,071

5,394

2,747

2,669

Outpatient Visits

5,706

8,025

5,120

4,986

-

-

-

-

SubAcute

-

-

-

-

109

114

112

112

____________________
Source: VHS management

General Acute Admits

0.0%

Direct Admissions

Neurocare
Total ADC

ER Conversion %
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Corporate Allocation Expense Breakdown
SMCC Corporate Expenses by Department
$ in millions
Information Technology

FY 2019A
$

1.2

Commentary

LTM Oct-19
$

% of Total

% of Total

1.3

28%

28%

Revenue Cycle Management

0.7

0.7

15%

15%

Employee Benefits

0.3

0.3

6%

6%

Administration

0.2

0.2

5%

5%

Finance and Accounting

0.2

0.2

4%

4%

Human Resources

0.1

0.1

2%

2%

Legal

0.0

0.1

1%

2%

Other

0.2

0.2

4%

4%

3.0

66%

67%

Total Core Corporate Items

$

2.9

$

$

(0.2) $

•

All figures are unadjusted

•

Quality of Earnings analysis was conducted in August 2018 to
identify recurring indirect corporate expenses for the health
system

•

Corporate expenses are allocated to each of the hospitals based off
methodologies that vary by department

•

The analysis is available by request

•

As of September 2018, the Integrity Management agreement was
terminated and four Senior Executives became direct employees of
Verity

•

Further details of the corporate allocation will be made available in
the data room

Other Items
Revenue Items (non-recurring)

(0.3)

-5%

-8%

Interest

0.3

0.4

8%

8%

Depreciation and Amortization

0.0

0.0

0%

0%

Net Reorganization Expenses

1.0

1.1

22%

25%

Admin and Allocation (Management Fees)

0.3

0.2

8%

4%

SCC TSA Costs

0.2

2%

4%

Total Other

$

1.5

0.1
$

1.5

34%

33%

Total Corporate Allocation - SMCC

$

4.4

$

4.5

100%

100%

$

3.3

$

Relevant P&L Line Items
Purchased Services - Corp Allocations

3.4

74%

75%

Reorganization Items

1.0

1.1

22%

25%

3009 - Transaction Related Expenses

-

-

0%

0%

Management Compensation Expense

0.2

-

4%

0%

100%

100%

Total

$

4.4

$

4.5

____________________
Note: Summary income statement on page 22 excludes expenses related to the Project Phoenix reorganization and transaction
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SMCC Top 10 Product Lines and Physicians
Top 10 Product Lines by Cases
#

Top 10 Physicians by Cases

Product Line

Cases

% of Total

#

Physician

Specialty

Cases

% of Total

1

NEUROLOGICAL MEDICINE

33

49%

1

Physician 1

Internal Medicine

70

99%

2

PSYCHIATRY

12

18%

2

Physician 2

Internal Medicine

1

1%

10

15%

3

71

100%

3

ORTHOPEDIC MEDICINE

4

CARDIOVASCULAR MEDICINE

3

4%

5

ONCOLOGY MEDICINE

3

4%

6

GASTROINTESTINAL MEDICINE

2

3%

7

NEPHROLOGY

2

3%

8

SUBSTANCE ABUSE

1

1%

9

DERMATOLOGY

1

1%

10

UROLOGY MEDICINE

1

1%

68

100%

Total

Top 10 Product Lines by Gross Revenue
#

Product Line

4
5
6
7
8
9
10
Total

Top 10 Physicians by Gross Revenue

Gross Rev. % of Total Net Rev. % of Total

#

$7.0

48%

$1.4

47%

1

PSYCHIATRY

2.7

18%

0.6

21%

2

3

ORTHOPEDIC MEDICINE

1.9

13%

0.4

13%

4

NEPHROLOGY

1.3

9%

0.2

5%

5

GASTROINTESTINAL MEDICINE

0.4

3%

0.1

4%

6

SUBSTANCE ABUSE

0.3

2%

0.1

5%

7

UROLOGY MEDICINE

0.3

2%

0.1

2%

8

DERMATOLOGY

0.3

2%

0.0

2%

9

CARDIOVASCULAR MEDICINE

0.2

1%

0.0

1%

10

ONCOLOGY MEDICINE

0.2

1%

0.0

0%

$14.7

100%

$3.1

100%

1

NEUROLOGICAL MEDICINE

2

Total

____________________
Source: VHS management
Note: As of November 2019 TTM.

Physician

Specialty

Gross Rev. % of Total Net Rev. % of Total

Physician 1

Internal Medicine

$14.7

100%

$3.1

100%

Physician 2

Internal Medicine

0.1

0%

0.0

0%

$14.7

100%

$3.1

100%

Total
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Verity Holdings, LLC Owned Properties
Verity Holdings, LLC Owned
Description

Related Hospital

Address

APN

Serramonte Medical Dental Center

SMC

1500 Southgate Ave.

008-521-110

Daly City, CA 94015
SMOC#1 Medical Office Building

1800 Sullivan Ave.

SMC

008-084-470

Daly City, CA 94015
SMOC#2 Medical Office Building

1850 Sullivan Avenue

SMC

008-084-460

Daly City, CA 94015
Vacant Land/Green Space

1800/1850 Sullivan Ave

SMC

008-084-500

Daly City, CA 94015
Employee and Overflow Parking West of

1900 Sullivan Ave

SMC

Daly City, CA 94015

Hospital
Vacant Land West of

1900 Sullivan Ave

SMC

1900 Sullivan Ave

SMC

1900 Sullivan Ave

SMC

008-104-110

Daly City, CA 94015

Hospital
Visitor Parking South of

008-104-100

Daly City, CA 94015

Hospital
Employee and Overflow Parking West of

008-104-120

Daly City, CA 94015

Hospital
Employee and Overflow Parking West of

008-271-430

1900 Sullivan Ave

SMC

008-520-190

Daly City, CA 94015

Hospital

____________________
Source: VHS management
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Verity Holdings, LLC Owned Properties
Verity Holdings, LLC Owned
Description

Related Hospital

Address

APN

Access Road/Green Belt

SMC

1800/1850 Sullivan Ave

008-084-480

Daly City, CA 94015
Access Road/Green Belt

1800/1850 Sullivan Ave

SMC

008-084-540

Daly City, CA 94015
Parking

1800/1850 Sullivan Ave

SMC

008-084-430

Daly City, CA 94015
Parking

1800/1850 Sullivan Ave

SMC

008-084-440

Daly City, CA 94015
Vacant Land/Green Space

1800/1850 Sullivan Ave

SMC

008-084-520

Daly City, CA 94015
Vacant Land/Green Space

1800/1850 Sullivan Ave

SMC

008-084-530

Daly City, CA 94015
Seton Medical Center Coastside (Hospital

600 Marine Blvd

SMCC

037-160-090

Moss Beach, CA 94038

and Nursing Home)

____________________
Source: VHS management
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Disclosures and Contact Information
This Confidential Information Book (“CIB”) has been prepared on behalf of Verity Health System of California, Inc. and its wholly owned subsidiaries and
affiliated entities (collectively, “VHS” or the “Company”) based on information from the Company and published sources, and is being furnished through Cain
Brothers, a division of KeyBanc Capital Markets (“Cain Brothers”), as the Company’s exclusive authorized representative, for informational purposes solely for use
by qualified prospects in considering their interest in entering into a possible purchase of the Company (a “Transaction”). The information contained herein is
subject to change without notice. Neither the Company nor Cain Brothers assumes any responsibility to update any information contained in this CIB or to inform
the recipient of information which may affect this CIB. This CIB has been prepared to assist interested parties in making their own evaluation of the Company and
does not purport to be all-inclusive or to contain all information that a prospective purchaser may desire or that may be required in order to properly evaluate the
business, prospects or value of the Company. In all cases, interested parties should conduct their own investigation and analysis of the Company and the data set
forth in this CIB. Industry data and statistics have been obtained or derived from the Company and published industry sources.
By accepting this CIB, the recipient acknowledges and agrees that all of the information contained herein is highly confidential and subject to the NonDisclosure Agreement (“NDA”) executed by the recipient. Without limiting the generality of the foregoing: (1) the recipient will not reproduce this CIB in whole or
in part; (2) if the recipient does not wish to pursue a Transaction relating to the Company, it will (i) promptly return this CIB to Cain Brothers, together with any
other materials relating to the Company which the recipient may have received from the Company, Cain Brothers or any of their respective subsidiaries or affiliates,
and (ii) take such other actions, if any, required by the NDA; (3) the recipient will hold all information and the facts that it is involved in any process relating to the
Company and the status thereof as confidential; and (4) any proposed actions by the recipient which are inconsistent in any manner with the NDA will require the
prior written consent of the Company.
Cain Brothers has not independently verified any of the information contained herein, and neither the Company, Cain Brothers nor any of their respective
affiliates makes any representation or warranty (expressed or implied) as to the accuracy or completeness of this CIB or any statements, estimates or projections
contained herein. Such statements, estimates and projections reflect various assumptions made by the Company concerning anticipated results, which are subject
to business, economic and competitive uncertainties and contingencies, many of which are beyond the control of the Company and which may or may not prove to
be correct. As a result, no representation or warranty is made as to the feasibility or attainability of the projected financial information or the accuracy or
completeness of the assumptions from which the projected financial information is derived. There can be no assurance that the projections will be realized.
Additionally, certain provisions of various agreements are summarized in this CIB, but interested parties should not assume that such summaries are complete.
Such summaries are qualified in their entirety by reference to the complete text of such agreements. This CIB speaks only as of the date hereof or as of the date
indicated. This CIB does not constitute an offer or invitation for the sale or purchase of the securities, assets or business described herein. The only information
that will have any legal effect will be that specifically represented, warranted and contained in a definitive agreement relating to a Transaction and executed by the
Company (or its shareholders) and a purchaser, and the Company and Cain Brothers disclaim liability for any loss or damage incurred as a result of any
information contained in or omitted from this CIB.
The Company reserves the right to negotiate with one or more qualified prospects at any time and to enter into a definitive agreement relating to a
Transaction without prior notice to the recipient or other prospective purchasers. Further, the Company reserves the right, at any time, to terminate participation
in the investigation and proposal process by any party and to modify any procedures without giving advance notice or providing any reason therefor. The Company
also reserves the right during the evaluation period to take any action, whether within or outside the ordinary course of business.
“Cain Brothers, a division of KeyBanc Capital Markets” is a trade name of Cain Brothers & Company, LLC Member FINRA/SIPC. Cain Brothers & Company,
LLC is a wholly-owned subsidiary of KeyBanc Capital Markets Inc. Member NYSE/FINRA/SIPC.

Jim Moloney

Elizabeth Kim*

Tierra Patmavanu*

Managing Director
(415) 962-2961
jmoloney@cainbrothers.com

Vice President
(415) 962-2921
ekim@cainbrothers.com

Analyst
(415) 962-2944
tpatmavanu@cainbrothers.com

____________________
*Primary contacts for additional information
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Seton Medical Office Center I
Rent Roll
As of December 12, 2019
Tenant
Physician / Medical Group
Seton Medical Center

Suite
101

Lease Term
Start
3/1/2017

End
2/28/2022

102/106 11/30/2016 11/29/2026

Area (SF)
Leased

Base Rent
Annual
Monthly

Rent/SF
$/SF/MO
$/SF/YR

Rent

2,167

$5,822

$69,863

$2.69

$32.24

Incr.
3%

2,274

$6,710

$80,519

$2.95

$35.41

3%

Option

BY

BY

Tenant

Type
FSG

Op Exp
TBD

Share

2017

FSG

2017

TBD

4.33%

FSG

2016

$ 861,706

1.45%

FSG

2017

TBD

1.43%

4.12%

Physician / Medical Group

104

3/1/2016

2/28/2021

761

$2,021

$24,248

$2.66

$31.86

3%

Physician / Medical Group

105

3/1/2017

2/28/2022

752

$2,034

$24,413

$2.71

$32.46

3%

Physician / Medical Group

201

3/1/2017

6/30/2020

1,174

$3,168

$38,018

$2.70

$32.38

FSG

2016

$ 861,706

2.23%

Physician / Medical Group

207

8/1/2019

7/31/2020

3,687

$10,878

$130,536

$2.95

$35.40

FSG

2016

$ 861,706

7.02%

Physician / Medical Group

209

3/1/2019

2/28/2020

1,447

$4,143

$49,712

$2.86

$34.36

FSG

2016

$ 861,706

2.75%

Physician / Medical Group

301

3/1/2019

2/29/2020

799

$2,052

$24,621

$2.57

$30.81

FSG

2012

$ 562,389

1.52%

Physician / Medical Group

302

8/1/2016

7/31/2021

1,317

$3,670

$44,037

$2.79

$33.44

FSG

2016

$ 861,706

2.51%

Physician / Medical Group

304A

12/1/2015

2/29/2020

661

$1,837

$22,048

$2.78

$33.35

FSG

2016

$ 861,706

1.26%

Physician / Medical Group

304C

2/1/2019

1/31/2020

716

$1,995

$23,941

$2.79

$33.44

FSG

2016

$ 861,706

1.36%

Physician / Medical Group

308

1/1/2019

12/31/2020

1,479

$4,121

$49,454

$2.79

$33.44

FSG

2016

$ 861,706

2.82%

Physician / Medical Group

401

7/1/2018

6/30/2020

1,240

$3,234

$38,813

$2.61

$31.30

1x 3yr

FSG

2013

$ 635,253

2.36%

Physician / Medical Group

402/404

8/1/2017

7/31/2027

3,071

$8,783

$105,397

$2.86

$34.32

2x 5yr

FSG

2017

TBD

5.85%

Physician / Medical Group

403

4/1/2018

2/29/2020

949

$2,437

$29,243

$2.57

$30.81

FSG

2012

$ 562,389

1.81%

Physician / Medical Group

405

7/1/2017

6/30/2022

655

$1,828

$21,931

$2.79

$33.48

3%

FSG

2017

TBD

1.25%

Physician / Medical Group

407

5/1/2017

4/30/2022

846

$2,423

$29,080

$2.86

$34.37

3%

FSG

2017

TBD

1.61%

Physician / Medical Group

408

7/1/2017

6/30/2022

1,278

$3,593

$43,115

$2.81

$33.74

3%

FSG

2017

TBD

2.43%

Physician / Medical Group

410

5/1/2017

4/30/2022

1,559

$4,218

$50,611

$2.71

$32.46

3%

FSG

2017

TBD

2.97%

Physician / Medical Group

411

4/1/2016

3/31/2021

899

$2,505

$30,060

$2.79

$33.44

3%

FSG

2016

$ 861,706

1.71%

Physician / Medical Group

502

7/1/2019

6/30/2020

1,361

$4,015

$48,185

$2.95

$35.40

FSG

2016

$ 861,706

2.59%

____________________
Note: Shaded areas represent vacant and non-revenue tenants.

3%

1x 3yr

Lease

1x 2yr
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Seton Medical Office Center I
Rent Roll (continued)
As of December 12, 2019
Tenant

Suite

Lease Term

Area (SF)
Leased

Base Rent
Annual
Monthly

Rent/SF
$/SF/MO
$/SF/YR

Rent

Option

Lease

BY

BY

Tenant

$2,778

$33,336

$2.57

$30.84

Type
FSG

2012

Op Exp
$ 562,389

Share

1,081

6/30/2020

1,613

$3,961

$47,531

$2.46

$29.47

FSG

2012

$ 562,389

3.07%

7/1/2019

6/30/2020

1,073

$2,990

$35,878

$2.79

$33.44

FSG

2016

$ 861,706

2.04%

601

4/1/2016

3/31/2021

772

$2,050

$24,599

$2.66

$31.86

FSG

2016

$ 861,706

1.47%

Physician / Medical Group

603

6/1/2017

5/31/2020

1,132

$3,243

$38,910

$2.86

$34.37

FSG

2017

TBD

2.15%

Physician / Medical Group

604

2/1/2018

2/29/2020

1,199

$3,334

$40,013

$2.78

$33.37

FSG

2017

TBD

2.28%

Physician / Medical Group

605

7/1/2019

6/30/2020

815

$2,271

$27,251

$2.79

$33.44

FSG

2016

$ 861,706

1.55%

Physician / Medical Group

606

4/1/2019

3/31/2020

1,397

$3,893

$46,712

$2.79

$33.44

FSG

2016

$ 861,706

2.66%

VACANT

107

1,085

2.07%

VACANT

202

3,873

7.37%

VACANT

304B

708

1.35%

VACANT

304D

737

1.40%

VACANT

307

3,736

7.11%

VACANT

503

1,225

2.33%

VACANT

504

1,081

2.06%

VACANT

505

632

1.20%

VACANT

602

1,287

Physician / Medical Group

506

Start
9/1/2017

End
6/30/2020

Physician / Medical Group

507

5/1/2017

Physician / Medical Group

508

Physician / Medical Group

TOTAL

52,538

Occupancy
Total Building
Hospital
Physician/Medical

Incr.

3%

2.06%

2.45%
$106,006

RSF
38,174
2,274
35,900

$1,272,075

$2.02 $

24.21

% of Bldg % of Leased WA Rent
72.7%
100.0%
$2.02
4.3%
6.0%
$2.95
68.3%
94.0%
$2.77

____________________
Note: Shaded areas represent vacant and non-revenue tenants.
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Seton Medical Office Center II
Rent Roll

As of December 12, 2019
Tenant

Suite

Lease Term

Area (SF)
Leased

ALL

Start
End
11/30/2016 11/29/2026

SMC - Neuroskeletal Imaging Center

100

11/30/2016 11/29/2026

8,462

SMC - SNAP

140

11/30/2016 11/29/2026

1,769

SMC - Orthopedic Institute & Express Care

150

11/30/2016 11/29/2026

3,296

SMC - Registration & Lab (STAR)

190

11/30/2016 11/29/2026

2,312

SMC - De Paul Auditorium

315

11/30/2016 11/29/2026

1,275

SMC - Outpatient Surgery Center

400

11/30/2016 11/29/2026

13,974

Seton Medical Center

31,088

Base Rent
Annual

Monthly
$95,118

$1,141,415

Rent/SF
$/SF/MO
$/SF/YR
$3.06

Rent Incr.

$36.72

Option

Lease

BY

3%

Type
ModG

2017

3%

BY

Tenant

Op Exp
TBD

Share
36.61%

Physician / Medical Group

115

5/1/2017

4/30/2022

768

$2,241

$26,887

$2.92

$35.01

FSG

2017

TBD

0.90%

Physician / Medical Group

300

12/1/2018

11/30/2020

1,633

$4,638

$55,657

$2.84

$34.08

FSG

2014

$ 827,866

1.92%

Physician / Medical Group

310

12/1/2018

11/30/2020

1,543

$4,893

$58,717

$3.17

$38.05

FSG

2013

$ 794,851

1.82%

Physician / Medical Group

312

8/1/2017

4/30/2020

1,311

$3,781

$45,371

$2.88

$34.61

FSG

2016

TBD

1.54%

Physician / Medical Group

320 330

9/1/2018

8/31/2020

11,390

$33,375

$400,499

$2.93

$35.16

FSG

2016

TBD

13.41%

Physician / Medical Group

500

4/1/2017

3/31/2022

3,425

$10,174

$122,088

$2.97

$35.65

3%

FSG

2017

TBD

4.03%

Physician / Medical Group

510

7/1/2016

6/30/2021

1,381

$4,150

$49,799

$3.00

$36.06

3%

FSG

2016

TBD

1.63%

Physician / Medical Group

540

1/1/2018

2/29/2020

3,750

$9,116

$109,397

$2.43

$29.17

FSG

2013

$ 794,851

4.42%

Physician / Medical Group

550

5/1/2018

6/30/2020

4,589

$12,939

$155,268

$2.82

$33.83

FSG

2013

$ 794,851

5.40%

AT&T Mobility, Site 71 Colma-PO#3

Roof 1

8/1/2019

7/31/2020

0

$4,913

$58,961

4%

Cell Tower

N/A

N/A

Verizon/GTE Mobilnet

Roof 2

2/1/2019

1/31/2024

0

$2,898

$34,778

3%

Cell Tower

N/A

N/A

Property Management

120

195

0.23%

VACANT

200

14,039

16.53%

VACANT

200B

1,447

1.70%

VACANT

420

1,955

2.30%

VACANT

440

2,049

2.41%

VACANT

520

2,309

2.72%

VACANT

560

2,039

TOTAL

84,911

Occupancy
Total Building
Hospital
Physician/Medical

1x 5yr

2.40%
$188,236

RSF
84,911
31,283
53,628

$2,258,838

$2.22

% of Bldg % of Leased
100.0%
100.0%
36.8%
36.8%
63.2%
63.2%

____________________
Note: Shaded areas represent vacant and non-revenue tenants.

$26.60

WA Rent
$2.22
$3.29
$1.59
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Serramonte Medical Office Building
Rent Roll

As of December 12, 2019
Tenant

Suite

Lease Term

Base Rent

Area (SF)

Rent/SF

Rent Incr.

Option

Lease

Share
21.76%

FSG

2016

TBD

5.12%

FSG

2016

TBD

5.76%

$30.16

FSG

2012 $ 539,713

2.89%

$2.30

$27.58

FSG

2012 $ 539,713

4.00%

$30,137

$2.57

$30.81

FSG

2015 $ 539,713

3.03%

$11,368

$136,416

$2.49

$29.91

FSG

2013 $ 570,505

14.15%

$34,235

$410,816

$2.58

$30.90

FSG

2018

41.24%

$81,071

$972,855

$2.51

$30.18

112,115,201A

4/1/2017

3/31/2027

7,015

$18,233

$218,801

$2.60

$31.19

3%

ModG

Physician / Medical Group

201

8/1/2016

7/31/2021

1,652

$4,423

$53,072

$2.68

$32.13

3%

Physician / Medical Group

202

6/1/2019

5/31/2020

1,857

$4,992

$59,902

$2.69

$32.26

Physician / Medical Group

204

4/1/2018

2/29/2020

933

$2,345

$28,139

$2.51

Physician / Medical Group

207

7/1/2017

2/29/2020

1,290

$2,964

$35,572

Physician / Medical Group

209

8/1/2018

7/31/2020

978

$2,511

Physician / Medical Group

210

12/1/2018

11/30/2020

4,561

Multiple

5/1/2018

4/30/2028

13,295

Vacant

202A
TOTAL

Annual

$/SF/MO

$/SF/YR

656

1x 5yr
3%

TBD

2.03%

32,237

Occupancy

Tenant

TBD

Leased

VBS Suites

BY

2017

End

Seton Medical Center

BY

Op Exp

Monthly

Type

Start

RSF

% of Bldg % of Leased

WA Rent

Total Building

32,237

100.0%

100.0%

$2.51

Hospital
Physician/Medical

7,015
25,222

21.8%
78.2%

21.8%
78.2%

$2.60
$1.13

____________________
Note: Shaded areas represent vacant and non-revenue tenants.
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Exhibit 4

From:
Cc:
Subject:
Date:

Kaehler, Ted
Moloney, Jim; Beith, Carsten; Project Phoenix
Verity Health System Process
Friday, January 03, 2020 12:31:01 AM

To Interested Parties,
In its capacity as investment banker to Verity Health System, Cain Brothers is contacting you to
inquire about your interest in exploring a transaction with the system. Our records indicated that
your organization previously executed a non-disclosure agreement in order to access confidential
information. As you may be aware, Verity Health System had entered into an asset purchase
agreement to sell St. Francis Medical Center, St. Vincent Medical Center, Seton Medical Center,
Seton Medical Center Coastside, and related assets to Strategic Global Management. As a result of
the sale not having closed, Verity Health System, has initiated the evaluation of alternative
transactions with new potential acquirors. Verity Health System would be open to offers for
individual campuses and parcels/MOBs, as the case may be.
If interested, please reply to this email by no later than January 6, 2020 at 5:00 PM PT with: (i) an
overview of which asset(s) you would like to consider acquiring and (ii) a working group list
containing the contact details of the individuals within your organization and of any external advisors
that would evaluate this opportunity.
Sincerely,
Ted Kaehler
_____________________________________________________________________________________
Ted Kaehler | Vice President
Cain Brothers, a division of KeyBanc Capital Markets
One California Street, Suite 2400, San Francisco, CA 94111 | T: 415.962.2924 | M: 507.993.0475
tkaehler@cainbrothers.com | www.cainbrothers.com

Title 11, California Code of Regulations,§ 999.5(d)(2)(D)
Exhibit 5

CONFIDENT IA L
January 15, 2020
Page 2
Y our Proposal should include the following items:
Proposal Summary: Please summarize your offer in a letter that clearly indicates the following:
a. Assets Acquired: Provide a description of the proposed Transaction structure including
(i) the acquiring entity and (ii) a detailed description of which Assets are included in the
proposed Transaction.
b. Purchase Price: Indicate a cash purchase price for the Asset(s).
c. Sources of Financing: Describe with specificity your expected sources of funds. Confirm
that such financing will be fully committed at the time of execution of the APAs and that
consummation of the Transaction will not be contingent on obtaining financing. Include
appropriate documentation of any such commitment, including signed commitment
papers. Any description of your financing arrangements should demonstrate your ability
to finance the Transaction.
d. Due Diligence: Please provide a summary of due diligence completed to date, a detailed
list of any remaining diligence, including the names of third-party advisors, and a timetable
of any additional work required to complete your due diligence prior to signing the APA.
Management, Cain Brothers, Berkeley Research Group, Dentons and the Company’s other
adv isors/consultants are available to assist you and your third-party advisors.
e. Authorization/Approvals: Comment on your organization’s willingness to execute the
APA that you submit, noting what internal approvals, if any, remain outstanding. Describe
the lev el within your organization that this Proposal has been reviewed. Include an
ov erview of any necessary board committee, board of directors, shareholder, financing
source and regulatory approvals.
f.

Closing: Please provide the date by which you intend to close the Transaction together
with a list of all significant remaining milestones to closing.

g. Other Matters: Please detail any other important matters of which V HS and its advisors
should be aware regarding your Proposal and the consummation of a Transaction with you.
Any Proposal submitted by you will be subject to the terms of the Confidentiality Agreement that you have
ex ecuted. This letter, along with its attachments and all discussions with Cain Brothers regarding VHS and
its Assets, shall be treated as confidential information by y ou and y our agents pursuant to such
Confidentiality Agreement.
To assist buyers with their diligence, the table below lays out the proposed timeline for each process. The
process timeline is subject to change, but Cain Brothers and VHS will be transparent and communicate any
changes to key dates and milestones.

#9

Title 11, California Code of Regulations, § 999.5(d)(2)(E)
Joint Venture Transactions

The proposed transaction is not a joint venture.
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Title 11, California Code of Regulations, § 999.5(d)(3)

INUREMENT AND SELF-DEALING
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#10

Title 11, California Code of Regulations, § 999.5(d)(3)(A)

Copies of any documents or writings of any kind that relate or refer to any personal
financial benefit that a proposed affiliation between applicant and the transferee would
confer on any officer, director, employee, doctor, medical group or other entity affiliated
with applicant or any family member of any such person as identified in Corporations
Code section 5227(b)(2)
To the Applicant’s knowledge, and other than in the context of routine discussions about possible
ongoing employment, contracting or engagement following closing of the Transaction (discussed
below), there are no special agreements with any officer, director, employee, doctor, medical group
or other entity affiliated with the Applicant or any family member of any such person, as identified
in California Corporations Code § 5227(b)(2) (collectively the “VHS-Connected Persons”) that will
confer any personal financial benefit to the VHS-Connected Persons as a result of the proposed
Transaction.
Pursuant to the APA, AHMC is obligated to make offers of employment to substantially all Hospital
Employees (as defined in the APA), which includes employees of the Applicant and of its affiliates
that employ individuals at the Seton Facilities, and other employees as scheduled in the APA,
although AHMC is not contemplating any special agreement or arrangements that will confer any
personal financial benefit as a result of the Transaction.
In addition, certain of the Applicant’s employees are included in the key employee incentive
plan or the key employee retention plan (collectively, the “Retention Program”). The Retention
Program is described in Notice Of Motion And Debtors’ Motion For Entry Of Order Authorizing
And Approving (I) Key Employee Incentive Plan, And (II) Key Employee Retention Plan [Docket
No. 631] filed with the Bankruptcy Court on October 23, 2018. The Retention Program was
approved by the Bankruptcy Court [Docket Nos. 0876, 0893]. It was subsequently amended by
Debtors’ Notice of Motion and Motion for Entry of An Order Amending Key Employee Incentive
Plan and Key Employee Retention Plan [Docket No. 4086], which was approved by Bankruptcy
Court order on March 18, 2020 [Docket No. 4290].
Seton also has professional services agreements and leasing arrangements with some of the
physicians who serve on its board of directors. Copies of most of these agreements are attached to
this Section 999.5(d)(3)(A) as Exhibit 1. Seton has not included copies of its Medical Director
Agreement Quality and Utilization with Dr. Colman Ryan or its President of the Medical Staff
Agreement with Dr. Robert G. Perez on account of confidentiality clauses included in those
agreements.
Under Section 1.11 of the APA, AHMC may, at its election, take assignment of agreements currently
held by the Applicant (the “Assigned Contracts”), including one or more of these agreements.
To Applicant’s knowledge, no VHS-Connected Person is a holder of any secured debt (“Bonds”).
The Bonds are held by various companies and mutual funds of which VHS-Connected Persons may
be shareholders. VHS does not keep records of which, if any, VHS-Connected Persons may be Bond

4827-4558-8919v.7 0115205-000006

holders; however, this financial benefit is identical to that which would be received by any Bond
holder and not in any way dependent upon or related to the proposed Transaction with AHMC.
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Title 11, California Code of Regulations,§ 999.5(d)(3)(A)
Exhibit 1

Exhibit 1A

Exhibit 1B

Exhibit 1C

Exhibit 1D
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Title 11, California Code of Regulations, § 999.5(d)(3)(B)

The identity of each and every officer, trustee or director of applicant (or any family member
of such persons as identified in Corporations Code section 5227(b)(2)) or any affiliate of
applicant who or which has any personal financial interest in any company, firm,
partnership, or business entity (other than salary and directors/trustees’ fees) currently
doing business with applicant, any affiliate of applicant, or the transferee or any affiliate of
the transferee
Officers and directors of VHS were asked to disclose any personal financial interests of the kind
described in this Section 999.5(d)(3)(B) and no such interests were disclosed except for the
professional services agreements and leasing arrangements disclosed in response to Section
999.5(d)(3)(A) and the following:
Peter Chadwick is a Managing Director at Berkeley Research Group (“BRG”), a
financial advisor to the Applicant. In light of his role with BRG, and the relationship
between BRG and the Applicant, Mr. Chadwick has also been serving as interim
Chief Financial Officer for VHS.
There is no overlap in individuals who are officers or directors of VHS or Seton, on the one hand,
and individuals who are officers or directors of AHMC or its affiliates, on the other hand.
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#12

Title 11, California Code of Regulations, § 999.5(d)(3)(C)

A statement describing how the board of directors of the nonprofit corporations involved
in the transaction are complying with the provisions of Health and Safety Code sections
1260 and 1260.1
No member of the VHS Board participated in the negotiation of the terms and conditions of the
sale of substantially all of the assets of the Seton Facilities to AHMC. Pursuant to the VHS System
Authority Matrix (previously reviewed and approved by the Attorney General as part of the
BlueMountain transaction and as subsequently updated and approved on April 4, 2017 and again
in its review of the SGM transaction), the sale of all or substantially all of the assets of the Seton
Facilities is subject to a recommendation of the Applicant’s board of directors, the VHS Chief
Operating Officer, and the VHS Chief Executive Officer/President, but the ultimate approval of
any such sale rests solely with the VHS Board. The VHS System Authority Matrix is attached to
this Section 999.5(d)(3)(C) as Exhibit 1.
In September of 2018, Seton’s board of directors recommended that the Seton Facilities be sold to
a buyer that would continue operating them as general acute care hospitals with the determination
of the ultimate buyer to be designated and approved by the VHS Board.
As discussed in greater detail elsewhere in this submission, including in response to Section
999.5(d)(1)(A), the Seton Facilities were initially to be sold to SGM in 2019, along with St. Francis
and St. Vincent Medical Centers. When this sale failed, VHS renewed its efforts to sell the Seton
Facilities as a going concern, as further detailed in response to Section 999.5(d)(1)(C). These
efforts ultimately culminated in the VHS Board approving the sale of all or substantially all of
Seton’s assets to AHMC. In reaching this decision, the VHS Board, in the exercise of its business
judgment, relied on the information, analyses, and advice of Dentons US LLP, Berkeley Research
Group, LLC and Cain Brothers.
VHS Chief Executive Officer Richard Adcock is a member of the Seton Medical Center corporate
board. He is not a member of the VHS Board. In September 2018, Mr. Adcock participated in the
discussions and votes to recommend the sale of Seton Medical Center to the purchaser offering
the best terms and conditions as determined and approved by the VHS Board. These
recommendations were made without regard or reference to any specific purchaser. Following this
vote, as VHS Chief Executive Officer, Mr. Adcock was involved in the negotiation of the different
asset purchase agreements under consideration at the time.
Mr. Adcock is not a member of the VHS Board and any communications he had about the possible
Transaction with AHMC with the VHS Board were factual in nature. No member of the VHS
Board substantially relied on any opinions regarding the advisability of, fairness of, or value of the
Transaction from Mr. Adcock or other members of management, as none were presented to the
VHS Board. All information relied upon by the VHS Board in the selection of the proposed
Transaction with AHMC was independently confirmed or supplied by Dentons US LLP, Berkeley
Research Group, and/or Cain Brothers.
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SYSTEM AUTHORITY MATRIX
VERITY HEALTH SYSTEM OF CALIFORNIA, INC. AND ITS AFFILIATES
Approved: April 4, 2017

Attached is a matrix which lists a number of important actions that might be taken by an entity affiliated with Verity
Healthy System of California, Inc. and the corresponding approvals it must obtain before proceeding with such action. This matrix is
intended not only to inform each entity of the need to obtain approval or give notification before acting, but also to clearly set forth
the rights that are reserved to or held by certain governing entities within the organization.
The attached matrix is not intended to be an exclusive listing of the various powers reserved to System and its affiliated
entities; additional powers may exist by operation of law or by virtue of policies currently existing or which may in the future be
added or developed by Verity. Moreover, nothing in the attached matrix is intended to limit the right or ability of any corporation or
entity, including Verity and Manager, to initiate certain corporate or operational actions on behalf of any of its subsidiaries or their
subsidiaries. Certain decisions and authorities set forth in the attached matrix may require consultation with and recommendations
by the Manager, as part of the rights Manager may possess under the Management Agreement.
Many of the terms that appear in the attached tables have meanings that are specific in the matrix. These terms are
defined below:
1. Affiliate means a corporation or other legal entity of which Verity is the sole voting shareholder, owner, or corporate
member. For the avoidance of doubt, all of the hospitals and Verity Medical Foundation are Affiliates.
2. Affiliate Board means the board of directors, board of trustees, or other governing body charged with managing the activities
and affairs of an Affiliate.
3. Affiliate CEO means the Chief Executive Officer of each of the Affiliates.
4. Consult means that the appropriate party was informed of the matter/policy/proposal, and was given an opportunity to
provide feedback.
i

5. Management Agreement means that certain Health System Management Agreement dated as of December 14, 2015, as
amended, and entered into in connection with the closing of that certain System Restructuring and Support Agreement,
dated July 17, 2015, made by and among Daughters of Charity Ministry Services Corporation, Daughters of Charity Health
System (now known as Verity), Manager, and certain funds managed by BlueMountain Capital Management, LLC.
6. Manager means Integrity Healthcare, LLC, a Delaware limited liability company, the manager of Verity Healthcare System of
California, Inc. pursuant to the Management Agreement.
7. System-Wide Governance Policies means any matters/policies concerning or relating to provisions or requirements of the
Verity Article of Incorporation, Bylaws, or the System Authority Matrix. All other policies are defined as System-Wide
Administrative policies.
8. Verity means Verity Health System of California, Inc., a California nonprofit corporation (formerly known as Daughters of
Charity Health System) that is the "parent corporation" of those hospital, healthcare, and other entities that make up the
Verity Healthcare System.
9. Verity Board means the Board of Directors of Verity Health System of California, Inc.
10. Verity CEO means the individual duly elected and acting as the Chief Executive Officer of Verity Health System of California,
Inc. For as long as the Management Agreement is in effect, the Verity CEO shall be an employee of Manager and shall report
to the Manager.
11. Verity COO/President means the individual duly elected and acting as the Chief Operating Officer and President of Verity
Health System of California, Inc. For as long as the Management Agreement is in effect, the Verity COO/President shall be an
employee of Manager and shall report to the Manager.
12. Verity Healthcare System means, collectively Verity, the Affiliates, and all direct and indirect subsidiaries of Verity and the
Affiliates, and all other entities affiliated with Verity.
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REQUIRED RECOMMENDATION OR APPROVAL
DECISIONS/AUTHORITY

Affiliate

Affiliate Board

Verity COO

CEO

Verity
CEO/President

Verity Board

Recommend

Approve

I. Mission, Values, Expectation
Adopt, approve, assure compliance
with, change and interpret
statements of mission, role, or
purpose of Verity and Affiliates

Adopt, approve, assure compliance
with, change or interpret statements
of Verity’s core values and
expectations

Approve

II. Governing Documents and
Formation of Entities
Adopt, approve, amend, restate
Articles and Bylaws of Verity

Approve

Adopt, approve, amend, restate
Articles and Bylaws of the Affiliates

Recommend

Approve

Adopt, approve, amend, restate
Articles and Bylaws or other
organizational documents of
subsidiaries of Affiliates

Recommend

Approve

Approve the formation of new legal
entities by Verity

Recommend

Approve

Approve

Recommend
1

Recommend

Recommend

Approve

REQUIRED RECOMMENDATION OR APPROVAL
DECISIONS/AUTHORITY
Approve the formation of new legal
entities by the Affiliates

Affiliate

Affiliate Board

Verity COO

Verity
CEO/President

Verity Board

Recommend

Recommend

Recommend

Approve

Recommend

Recommend

Approve

Recommend

Recommend

Approve

CEO
Recommend

III. Merger, Consolidation,
Dissolution, Divestiture
Approve the merger, dissolution,
consolidation, divestiture,
dissolution, closure, change in
corporate membership or corporate
reorganization or sale of all or
substantially all of the assets of
Verity

Approve the merger, dissolution,
consolidation, divestiture,
dissolution, closure, change in
corporate membership or corporate
reorganization or sale of all or
substantially all of the assets of any
of the Affiliates or their subsidiaries

Recommend

IV. Appointments/Removals
Appoint or remove members of the
Board of Directors of Verity

Appoint and
Remove
2

REQUIRED RECOMMENDATION OR APPROVAL
DECISIONS/AUTHORITY

Affiliate

Affiliate Board

Verity COO

CEO

Verity
CEO/President

Appoint or remove Chair of System
Board

Verity Board

Appoint and
Remove

Appoint or remove board members
of Affiliates
a. Verity Directors

Consult

Consult

Consult

Consult

b. At-large Directors

Appoint and
Remove
Appoint and
Remove

Appoint or remove Affiliate Board
Chairs

Appoint and
Remove

Appoint or remove Verity CEO

Appoint and
Remove

Appoint or Remove CEO of Affiliate

1. Appoint with
recommendatio
n from Verity
CEO
2. Ability to
Remove

Consult on
appointment and
removal

1. Appoint with
concurrence
approval from
the Affiliate
Board
2. Ability to
remove

Appoint or Remove CFO, Chief
Operating Officer, Director of Clinical
and Medical Affairs of Verity

Appoint and
Remove

3

REQUIRED RECOMMENDATION OR APPROVAL
DECISIONS/AUTHORITY
Appoint or Remove CFO and other
corporate and executive officers of
Affiliate

Affiliate

Affiliate Board

Verity COO

Verity
CEO/President

Verity Board

Recommend

Recommend

Appoint and
Remove

CEO
Appoint and
Remove with
concurrence of
Verity CFO and
consultation of
Affiliate Board

Consult on
appointment and
removal

Appoint or Remove System General
Counsel

V. Evaluation of Officers
Evaluate performance of Verity
Board Chair

Evaluate performance of Affiliate
Board Chairs

Evaluate/Approve

Consult

Consult

Consult

Evaluate/Approve

Establish performance objectives
and evaluate performance of Verity
CEO with input from the Manager
during any time that the
Management Agreement is in effect

Consult

Consult

Evaluate/Approve

Establish compensation for Verity
CEO, if the position is held by an

Consult

Consult

Approve

4

REQUIRED RECOMMENDATION OR APPROVAL
DECISIONS/AUTHORITY

Affiliate

Affiliate Board

Verity COO

Verity
CEO/President

Consult

Consult

Approve, acting with
Affiliate Board Chair

Consult

Consult

Approve

Recommend

Recommend

Establish, evaluate,
and approve

Recommend

Recommend

Approve

CEO

Verity Board

employee of Verity Health System
Evaluate performance of Affiliate
CEOs and other executive officers of
Affiliates
Establish annual performance
objectives and determine
compensation of Affiliate
Presidents/CEOs and other
executive officers of Affiliates

Consult

Establish compensation and benefit
program philosophy and approach
to be implemented by management,
including guidelines and target
ranges for employees of Verity and
the Affiliates
VI. Debt, Strategic & Financial Plans
and Capital and Operating
Budgets
Establish overall debt limit and
centralized debt management
program covering Verity, the
Affiliates, and all subsidiaries of the
Affiliates

5

REQUIRED RECOMMENDATION OR APPROVAL
Affiliate Board

Verity COO

Verity
CEO/President

Verity Board

Recommend

Recommend

Recommend

Approve

Approve incurrence of debt under
Master Trust Indenture

Recommend

Recommend

Approve

Establish criteria for financial and
strategic plans for Verity

Recommend

Recommend

Approve

Establish criteria for financial and
strategic plans for the Affiliates

Recommend

Recommend

Approve

Approve strategic plan for Verity
Health System

Recommend

Recommend

Approve

Recommend

Recommend

Approve

Recommend

Recommend

Approve

DECISIONS/AUTHORITY
Approve incurrence or guarantee of
debt by Affiliates in excess of limits
permitted by this Matrix

Approve Affiliate strategic plans

Affiliate
CEO
Recommend

Recommend

Recommend

VII. System-Wide Policies
Approve and amend Governance
System-wide policies and
procedures

6

REQUIRED RECOMMENDATION OR APPROVAL
DECISIONS/AUTHORITY

Affiliate

Affiliate Board

Verity COO

Verity
CEO/President

Recommend

Approve

Recommend

Recommend

Approve

Recommend

Recommend

Approve

CEO

Approve and amend Administrative
System-wide policies and
procedures.

Verity Board

VIII. Audit
Approve/Remove external auditor
for System
Establish internal audit program for
System and Affiliates
IX. Capital Expenditures, Lease
Obligations as Lessee,
Construction Contracts,
Physician Contracts (including
Physician Services Agreements
and Recruitment Agreements),
Non-Recurring Contracts1, and
Incurrence of Debt by Affiliates
and their Subsidiaries
Budgeted amounts (including
budget substitutions):
Approve
Up to $500,000

Recommend

Approve

$500,000 to $1,000,000
1

Non-Recurring Contracts do not include Routine Contracts for Supplies and Services.
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REQUIRED RECOMMENDATION OR APPROVAL
DECISIONS/AUTHORITY

Affiliate

Affiliate Board

Verity COO

Verity
CEO/President

CEO

$1,000,000 to $3,000,000

Recommend

Recommend

Recommend

Approve

over $3,000,000

Recommend

Recommend

Recommend

Recommend

Approve

Approve

$100,000 up to $500,000

Recommend

Recommend

Approve

$500,000 up to $2,500,000

Recommend

Recommend

Recommend

Approve

Over $2,500,000

Recommend

Recommend

Recommend

Recommend

Recommend

Recommend

Recommend

Approve

Recommend

Recommend

Recommend

Recommend

Verity Board

Approve

Unbudgeted amounts:
up to $100,000

X.

Approve

Leases as Lessor Conveying
Property in the Normal Course
of Business

Leases
1. Annual amount exceeds
$500,000 or aggregate lease
amount under the exceeds
$2,500,000
2. Annual amount exceeds
$1,000,000, or aggregate
lease amount exceeds
$5,000,000, or term of 5
years or more
XI. Routine Contracts for Supplies
and Services
Contract new/renewal for two years
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Approve

REQUIRED RECOMMENDATION OR APPROVAL
Affiliate Board

Verity COO

Verity
CEO/President

Recommend

Recommend

Recommend

Approve

Cumulative value up to $2,000,000

Recommend

Approve

Recommend

Approve

Cumulative value above $2,000,000

Recommend

Recommend

Recommend

Approve

DECISIONS/AUTHORITY

Affiliate
CEO

Verity Board

or less and:
Cumulative value up to
$1,000,000

Approve

Cumulative value above
$1,000,000

Contract new/renewal for more
than two years and/or:

XII. Sale of Property or Capital
Assets in the Normal Course of
Business
Fair Market Value of less than
$50,000

Approve

Fair Market Value between $50,000
and $250,000

Recommend

Approve

Fair Market Value between
$250,000 and $3,000,000

Recommend

Recommend

Recommend

Approve

Fair Market Value of $3,000,000 and
above

Recommend

Recommend

Recommend

Recommend

9

Approve

REQUIRED RECOMMENDATION OR APPROVAL
DECISIONS/AUTHORITY

Affiliate

Affiliate Board

Verity COO

Verity
CEO/President

Recommend

Recommend

Approve

Recommend

Recommend

CEO

Verity Board

XIII. New Bank Accounts and
Investment Accounts
Affiliate and its subsidiaries

Recommend

System and its non-hospital
Affiliates and Verity Medical
Foundation

Approve

XIV. Settlement of Claims
Sexual harassment and sexual abuse
claims settlement approval
Up to $250,000

Recommend

Recommend

Recommend

Approve

Over $250,000

Recommend

Recommend

Recommend

Recommend

Other claims against or initiated by
Verity Health System or its Affiliates
i.

Claims up to and
including $ 1,000,000 may
be by the System General
Counsel (or designee
member of the Office of
the General Counsel), with
input sought from the
Verity (or relevant Affiliate)
CEO
10

Approve

REQUIRED RECOMMENDATION OR APPROVAL
DECISIONS/AUTHORITY
ii.

Affiliate

Affiliate Board

CEO

Claims over $1,000,000

Verity COO

Verity
CEO/President

Verity Board

Approve (with input
from the General
Counsel)

iii. Claims over $3,000,000

Approve
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AMENDED AND RESTATED
BYLAWS OF
VERITY HEALTH SYSTEM OF CALIFORNIA, INC.
ARTICLE I
NAME
The name of this Corporation shall be as set forth in its Articles of Incorporation.
ARTICLE II
DEFINITIONS
Section 2.1
Definitions. These Bylaws contain the terms “Affiliate” and “Health
System.” These terms are also used in the bylaws of the entities comprising the Health System.
For purposes of continuity, when used in these Bylaws, such terms shall be interpreted to give
full effect to the intent of Article XI of these Bylaws.
A.
Affiliate. The term “Affiliate” shall mean, individually, each organization
that is controlled, directly or indirectly, by this Corporation or by another organization
controlled by this Corporation. As used in this definition, “control” shall mean (a) the
status of sole corporate member of an organization; or (b) the authority to appoint, elect
or approve at least a majority of the governing body of an organization.
B.
Effective Date. The “Effective Date” shall mean the date of adoption of
these Bylaws.
C.
Health System. “Health System” shall mean, collectively, this
Corporation and its Affiliates.
D.
Subsidiary. “Subsidiary” shall mean an Affiliate that is under the direct
control of another Affiliate.
E.
System Authority Matrix. “System Authority Matrix” shall mean the
document as in effect from time to time which sets forth the respective responsibilities
and authorities for Health System operations and decision making.
F.
Other Capitalized Terms. Capitalized terms used in these Bylaws and not
otherwise defined herein are used herein with the meanings given them in the California
Nonprofit Corporation Law.

ARTICLE III
PURPOSES
Section 3.1
Purposes. The purposes of this Corporation are set out in its Articles of
Incorporation as in effect from time to time.
ARTICLE IV
OFFICES AND SEAL
Section 4.1
Offices. The principal office for the transaction of the business of this
Corporation shall be in the County of San Mateo, State of California. This Corporation may also
have an office or offices within or without the State of California, as the Board of Directors may
from time to time establish.
Section 4.2
of this Corporation.

Seal. This Corporation may have a common seal inscribed with the name
ARTICLE V
BOARD OF DIRECTORS

Section 5.1
Powers. Subject to the provisions of this Corporation’s Articles of
Incorporation, these Bylaws, the System Authority Matrix, and the laws of the State of
California, the activities and affairs of this Corporation shall be managed and conducted and all
corporate powers shall be exercised by or under the direction of this Corporation’s Board of
Directors. To facilitate the management and conduct of this Corporation’s activities and affairs,
the Board of Directors shall establish corporate policies for, and formulate the basic rules and
regulations governing the operation and management of, this Corporation. The Board of
Directors may delegate the management and conduct of this Corporation’s activities and affairs
to any person or persons, management company, or committee however composed, provided that
no delegation of authority by the Board of Directors to the President and Chief Executive Officer
(as defined in Section 7.8 below), or anyone else, shall preclude the Board of Directors from
exercising the authority required to meet its governance responsibility for the management and
conduct of this Corporation’s activities and affairs; and provided further that any delegation of
powers of the Board may be made only to a committee of the Board consisting only of directors
and shall be subject to the further limitations on Board committees set forth in Section 8.1 of
these Bylaws. The Board of Directors shall retain the right to rescind any such delegation.
Section 5.2
Specific Authority of the Board of Directors. Without limiting the
generality of the foregoing, the Board of Directors has the power and authority to take or
approve the following actions, subject to the System Authority Matrix:
A.

Approve or change the mission, role and/or purpose of this Corporation;

B.
Amend, restate, or repeal the Bylaws and Articles of Incorporation of this
Corporation;
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C.
Approve the merger, consolidation, reorganization, or dissolution of this
Corporation and the disposition of the assets of this Corporation upon dissolution;
D.

Fix the number and elect and remove the Directors of this Corporation;

E.
Approve any amendment of the approval rights of the Corporation set
forth in the System Authority Matrix;
F.
Establish the overall debt limit governing the incurrence of debt and
guaranties by this Corporation and its Affiliates and approve the incurrence of debt and
guaranties of this Corporation or any of its Affiliates other than in accordance with such
policies as in effect from time to time;
G.

Approve the capital and operating budgets of this Corporation;

H.
Establish the criteria for and approve the financial and strategic plans of
the Corporation;
I.
Approve the sale, transfer, substantial change in use of the assets of the
Corporation to the extent required by the System Authority Matrix; and
J.
Approve the formation by this Corporation of any new corporation or
other legal entity, or its participation (excluding investment in publicly-traded securities)
in any corporation or other entity as a shareholder, member, partner or joint venturer.
K.
Approve the selection of the external audit firm for the Corporation and its
Affiliates; and
L.
Establish and appoint, and prescribe the duties and authorities of the audit,
finance, and any other committee for the Health System that would substitute or
supersede such committees of the governing bodies of the Affiliates to the extent allowed
by applicable law.
Section 5.3
Specific Authority of the Corporation as Sole Corporate Member of
Affiliates. The Board of Directors has the power and authority, in the name and on behalf of this
Corporation, to take or approve the following actions with respect to its Affiliates, subject to the
System Authority Matrix:
A.
Approve the formation, merger, dissolution, consolidation, divestiture,
closure, change in corporate membership or control and reorganization of each direct
Affiliate of this Corporation;
B.
Appoint and remove the chief executive officer and chairperson of the
board of each of the Affiliates;
C.
Approve the incurrence of debt and guaranties of any of its Affiliates other
than in accordance with such policies as in effect from time to time;
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D.
Approve the sale, transfer, substantial change in use of the assets of any
Affiliate to the extent required by the System Authority Matrix;
E.
Approve any other action of this Corporation or any Affiliate controlled
by this Corporation that has been established by resolution of the Board of Directors as
requiring its approval, including but not limited to any approvals of authority necessary to
ensure compliance with any credit agreement, master indenture or loan agreement to
which this Corporation or any Affiliate controlled by this Corporation is a party.
Section 5.4
Board of Directors on the Effective Date. The Board of Directors on the
Effective Date shall be those persons elected or appointed as specified in Section 2.1(a) of the
System Restructuring and Support Agreement by and among Daughters of Charity Ministry
Services Corporation, this Corporation, and Certain Funds Managed by BlueMountain Capital
Management, LLC (“BMCM”) dated July 17, 2015.
Section 5.5

Number and Qualification.

A.
Generally. The Board of Directors shall consist of no less than five (5)
members, as follows:
(1)
BMCM shall have the right to appoint not more than twenty
percent (20%) of the number of Directors constituting the Board of Directors at
any time (each a “BM Director Appointee”) during the period of time that its
affiliate, Integrity Healthcare, LLC (the “Manager”), is providing management
services to the Corporation pursuant to a management services agreement; and
(2)
the remainder shall be persons nominated by the Nominating
Committee as provided in Section 5.4 of these Bylaws and elected by the Board
of Directors (the “At-Large Directors”).
B.

Qualifications.

(1)
At-Large Directors recommended by the Nominating Committee
shall be selected in a manner that meets any applicable requirements for the
Corporation to maintain its tax-exempt status. Collectively, the At-Large
Directors shall have the experience and expertise appropriate to fulfillment of
their fiduciary duties as independent directors of a California nonprofit public
benefit corporation. In the ordinary course, this means they will have experience
in complex business operations and have had involvement in non-profit taxexempt organizations. They will have exercised judgment in challenging business
settings, and will have experience in working with teams in reaching goals. The
At-Large Directors shall have demonstrated a willingness to commit support for
the mission of the Corporation and training and experience in matters relevant to
service as a member of the Board of Directors through:
(1)
participation in community affairs or in the work of other
charitable organizations;
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(2)
ability and willingness to contribute to the achievement of
the purposes of the Corporation;
(3)
awareness of the objectives of the Corporation as they
relate to the health needs of the Corporation’s service area; and
(4)
such other criteria as may be recommended to the
Nominating Committee by the Board of Directors.
(2)
At-Large Directors shall not, either directly or indirectly,
personally or through a family member, have any financial relationship with
BMCM, or its owned or managed affiliates, and may not serve as an officer,
director, contractor or employee of BMCM, any managed fund, or entity in which
BMCM has an equity stake or option to purchase, except for public companies
wherein BMCM has an interest of less than 10%.
C.
Restriction on Interested Directors. Not more than forty-nine percent
(49%) of the persons serving on the Board of Directors at any time may be interested
persons. An interested person is (i) any person currently being compensated by this
Corporation for services rendered to it within the previous twelve (12) months, whether
as a full-time or part-time employee, independent contractor or otherwise, but excluding
any reasonable compensation paid to a Director as Director; or (ii) any brother, sister,
ancestor, descendant, spouse, brother-in-law, sister-in-law, son-in-law, daughter-in-law,
mother-in-law or father-in-law of any such person. However, any violation of the
provisions of this Section shall not affect the validity or enforceability of any transaction
entered into by this Corporation.
Section 5.6
Nomination and Election of At-Large Directors. Candidates for At-Large
Directors may be recommended by any member of the Board of Directors to the Nominating
Committee, constituted in accordance with Section 8.7 of these Bylaws. Except as otherwise
provided in this Section 5.6, and acting by the unanimous consent or vote of all of its members,
the Nominating Committee shall nominate At-Large Director candidates to the Board of
Directors and the Board of Directors shall elect the Directors of this Corporation at its annual
meeting or at any other time designated by the Board of Directors. Notwithstanding the
foregoing, if, after taking votes on two candidates for the same Director seat, the Nominating
Committee does not vote unanimously for one of two initially considered candidates, then the
affirmative vote needed to formally nominate a candidate to the Board of Directors may be by
simple majority of the members of the Nominating Committee. The Nominating Committee
shall notify the Board of Directors in writing of nominees at least ten (10) business days in
advance of any regular or special meeting of the Board of Directors at which Directors are to be
elected. At the next regular or special meeting of the Board of Directors, the Board of Directors
shall either elect or reject as an At-Large Director any nominees provided by the Nominating
Committee. If any Director positions remain unfilled, the nomination procedure shall be
repeated and new names nominated in accordance with the procedures set forth in this Section,
until all Director positions are filled.
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Section 5.7
Term. Each appointed Director shall hold office for a term of one (1) year
or such other period as the Board of Directors may set and until his or her successor is elected or
appointed and qualified. Appointed Directors may be reappointed in accordance with Section
5.5(A) of these Bylaws.
Section 5.8
Removal and Filling of Vacancies. Any or all Directors may be removed
from office, with or without cause, by the Board of Directors, except that the removal of a BM
Director Appointee also requires the agreement of BMCM. The Board of Directors may declare
vacant the office of a Director who has been removed, who has been declared of unsound mind
by a final order of court or convicted of a felony, or who has been found, by a final order or
judgment of any court, to be in breach of any duty owed to the Corporation under California law.
In the event a Director shall be so removed or his or her office is declared vacant, a new Director
to fill the unexpired term or terms of the Director who was removed or whose office was
declared vacant may be appointed by the Board of Directors from nominees selected by the
Nominating Committee, except that the vacant seat of a BM Director Appointee can only be
filled by a new appointment by BMCM in accordance with Section 5.5(A) of these Bylaws. At
all times the Board of Directors shall have not more than twenty percent (20%) of its members
appointed by BMCM.
Section 5.9
Resignation. Any Director may resign at any time by delivering her or his
resignation in writing to the Chairperson of the Board of Directors, or the Secretary or to the
Board of Directors of the Corporation at its principal office; provided that, except upon notice by
the Attorney General, no Director may resign if the Corporation would then be left without a
duly elected Director or Directors in charge of its affairs. Such resignation shall be effective
upon receipt unless specified to be effective at some other time.
Section 5.10 Compensation and Expenses. Directors may receive such reasonable
compensation (within the meaning of Internal Revenue Code Section 4958), if any, for serving as
Director, and advances or reimbursement for reasonable expenses, as may be fixed or determined
by the Board of Directors. Directors may receive compensation from the Corporation for
services rendered to it, subject to the restriction on interested Directors as set forth in Section
5.5(C).
Section 5.11 Self-Dealing Transactions. This Corporation shall not enter into selfdealing transactions. Except as provided in Section 5.11(A), for the purpose of this section, a
self-dealing transaction means a transaction to which this corporation is a party and in which one
or more of the members of its Board of Directors or officers has a material financial interest and
which does not meet the requirements of Sections 5.11(B) or 5.11(C). Such a member of the
Board of Directors is an “interested director” for the purpose of this section.
A.
following:

Exceptions. The provisions of this section do not apply to any of the

(1)
An action of the Board of Directors fixing the compensation of a
member of the Board of Directors as an officer of this corporation.
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(2)
A transaction which is part of a public or charitable program of this
corporation if it (i) is approved or authorized by this corporation in good faith and
without unjustified favoritism and (ii) results in a benefit to one or more members
of the Board of Directors or their families because they are in the class of persons
intended to be benefited by the public or charitable program.
(3)
A transaction, of which the interested director or directors have no
actual knowledge, and which does not exceed the lesser of one percent of the
gross receipts of this corporation for the preceding fiscal year or one hundred
thousand dollars ($100,000).
B.
Prior Board of Directors Approval. This Corporation may enter into a
self-dealing transaction if all of the following facts are established:
(1)

This Corporation entered into the transaction for its own benefit;

(2)
The transaction was fair and reasonable as to this Corporation at
the time this Corporation entered into the transaction;
(3)
Prior to consummating the transaction or any part thereof the
Board of Directors authorized or approved the transaction in good faith by a vote
of a majority of the members of the Board of Directors then in office without
counting the vote of the interested director or directors, and with knowledge of the
material facts concerning the transaction and the director’s interest in the
transaction. Interested directors may be counted in determining the presence of a
quorum at a meeting of the Board of Directors which authorizes, approves or
ratifies the contract or transaction. Except as provided in Paragraph 5.11(C)(1),
action by a committee of the Board of Directors shall not satisfy this paragraph;
and
(4)
Prior to authorizing or approving the transaction the Board of
Directors considered and in good faith determined after reasonable investigation
under the circumstances that this corporation could not have obtained a more
advantageous arrangement with reasonable effort under the circumstances or (ii)
this corporation in fact could not have obtained a more advantageous arrangement
with reasonable effort under the circumstances.
C.
Subsequent Board of Directors Approval. This corporation may enter into
a self-dealing transaction if all of the following facts are established:
(1)
A committee or person authorized by the Board of Directors
approved the transaction in a manner consistent with the standards set forth in
Section 5.11(B);
(2)
It was not reasonably practicable to obtain approval of the Board of
Directors prior to entering into the transaction; and
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(3)
The Board of Directors, after determining in good faith that the
conditions of subparagraphs (1) and (2) of this Section were satisfied, ratified the
transaction at its next meeting by a vote of the majority of the members of the
Board of Directors then in office without counting the vote of the interested
director or directors. Interested directors may be counted in determining the
presence of a quorum at a meeting of the Board of Directors which authorizes,
approves or ratifies the contract or transaction.
ARTICLE VI
MEETINGS OF THE BOARD OF DIRECTORS
Section 6.1
Place of Meeting. All meetings of the Board of Directors shall be held at
the principal office of this Corporation or at such other place as may be designated for that
purpose in the notice of the meeting or, if not stated in the notice or there is no notice, at such
place as may be set by resolution of the Board.
Section 6.2
Meetings by Telephone or Electronic Communication. Directors may
participate in any meeting of the Board of Directors, regular or special, through the use of
conference telephone, electronic video screen communication, or electronic transmission by and
to the Corporation. Participation in a meeting through conference telephone or electronic video
screen communication constitutes presence in person at that meeting so long as all members
participating are able to hear one another. Participation in a meeting through electronic
transmission other than telephone conference or electronic video transmission constitutes
presence at that meeting so long as both of the following apply: (A) each member participating in
the meeting can communicate with all of the other members concurrently; (B) each member is
provided the means of participating in all matters before the Board of Directors, including,
without limitation, the capacity to propose, or to interpose an objection to, a specific action to be
taken by the Corporation.
Section 6.3
Annual Meetings. The Board of Directors shall hold an annual meeting
for the purpose of organizing the Board, the election of officers, and the transaction of such other
business as may come before the meeting. The annual meeting shall be held at such time as the
Board may fix by resolution from time to time. No notice of the annual meeting of the Board of
Directors need be given.
Section 6.4
Regular Meetings. Regular meetings of the Board of Directors shall be
held at such time as the Board may fix by resolution from time to time. No notice of any regular
meeting of the Board of Directors need be given.
Section 6.5
Special Meetings. Special meetings of the Board of Directors for any
purpose or purposes may be called at any time by the Chairperson of the Board or by two (2) or
more Directors of this Corporation.
Section 6.6
Notice of Special Meetings. Notice of the time and place of special
meetings shall be communicated personally or by telephone to each Director or sent to each
Director by mail or other form of written communication, addressed to him or her at his or her
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address as it is shown on the records of this Corporation. Such notice, if mailed, shall be mailed
at least seventy-two (72) hours prior to the time of the meeting, or if delivered personally,
telephonically or telegraphically or by e-mail, shall be received at least forty-eight (48) hours
prior to the time of the meeting.
Section 6.7
Waiver of Notice. Notice of a meeting need not be given to any Director
who signs a waiver of notice or a written consent to hold the meeting or an approval of the
minutes thereof, whether before or after the meeting, or who attends the meeting without
protesting, prior thereto or at its commencement, the lack of notice. All such waivers, consents
and approvals shall be filed with the corporate records or made a part of the minutes of the
meeting.
Section 6.8
Quorum. At all meetings of the Board of Directors, a majority of the then
serving Directors, but not less than two (2), whichever is greater, shall be necessary and
sufficient to constitute a quorum for the transaction of business, except that a majority of the
Directors present, whether or not a quorum, may adjourn any Directors’ meeting to another time
and place. The act of a majority of the Directors present at any time at which there is a quorum
shall be the act of the Board of Directors, unless a greater number is required by law.
Notwithstanding the previous provisions of this Section, the Directors present at a meeting at
which a quorum is initially present may continue to transact business notwithstanding the
withdrawal of Directors, so long as any action taken is approved by at least a majority of the
required quorum for such meeting.
Section 6.9
Action Without Meeting. Any action required or permitted to be taken by
the Board of Directors under any provision of law, the Articles of Incorporation or these Bylaws
may be taken without a meeting if all of the Directors individually or collectively consent in
writing to such action. Such written consent or consents shall be filed with the minutes of the
proceedings of the Board. Such action by written consent shall have the same force and effect as
the unanimous vote of such Directors. Any certificate or other document filed on behalf of this
Corporation relating to an action taken by the Board without a meeting shall state that the action
was taken by written consent of the Board of Directors without a meeting and that the Bylaws of
the Corporation authorize its Directors to so act.
Section 6.10

Prohibition Against Voting by Proxy. Directors may not vote by proxy.
ARTICLE VII
CORPORATE OFFICERS

Section 7.1

Officers.

A.
The officers of this Corporation shall include a Chief Executive Officer
and President (“CEO”), Chairperson of the Board, Vice Chairperson of the Board, Chief
Financial Officer (“CFO”), and a Secretary, all of whom shall be selected in accordance
with the provisions of this Article VII. Any number of such offices may be held by the
same person, but neither the Chairperson of the Board nor the President/CEO may serve
concurrently as the Secretary or CFO of this Corporation. In the event that the Board
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creates the offices of “Chief Operating Officer”, and/or “Chief Operating Officer and
President” the duties of “President” as distinct from the duties of the “Chief Executive
Officer” shall be determined by the Chief Executive Officer and ratified by the Board.
B.
Except as otherwise set forth in these Bylaws, the officers of this
Corporation shall be chosen annually by the Board of Directors and shall hold office until
his or her resignation or removal by the Board of Directors or, in the case of the
President/CEO and Chief Financial Officer, by the Manager (during any time that the
Management Agreement is in effect), other disqualification to serve, or until his or her
successor shall be elected and qualified. Notwithstanding any provision to the contrary in
these Bylaws, as long as the Management Agreement remains in effect and has not
terminated or expired, the Manager (as defined in the Management Agreement) will be
obligated to provide an acceptable President/CEO and Chief Financial Officer, all as set
forth under the terms and conditions of the Management Agreement, and will have the
right to terminate or remove the Chief Executive Officer and President and Chief
Financial Officer, without the approval of the Board of Directors. In the event the
Manager terminates the President/CEO or Chief Financial Officer, the Manager shall be
required to provide a replacement of such officer to be approved by the Board of
Directors. The Board of Directors shall have the right to require Manager to replace the
President/CEO or Chief Financial Officer if the Board of Directors determines, in its sole
judgment, that the President/CEO or Chief Financial Officer is unacceptable.
C.
The Board of Directors may appoint such other officers from among the
members of the Board of Directors, such as one or more assistant secretaries or
treasurers, as the business of this Corporation may require, each of whom shall hold
office for such period, have such authority and perform such duties as are provided in
these Bylaws or as the Board of Directors from time to time may authorize.
Section 7.2
Removal of Officers. Subject to any consultation or approval
requirements under the System Authority Matrix, any officer may be removed, with or without
cause, by a majority of Directors then in office, at any regular or special meeting of the Board,
except that if an employment agreement is in effect for any officer, its terms shall govern the
removal of the officer. Should a vacancy occur in any office as a result of death, resignation,
removal, disqualification or any other cause, the Board of Directors may delegate the powers and
duties of such office, except as otherwise provided in these Bylaws, to any officer or to any
Director until such time as a successor for such office has been elected or appointed. Any officer
shall be automatically removed as such an officer upon his or her removal as a Director in
accordance with the provisions of Section 5.6 of these Bylaws.
Section 7.3
Chairperson of the Board. The Chairperson of the Board shall be elected
from among the Directors and shall have the powers and duties usually associated with such
office. The Chairperson of the Board shall preside over meetings of the Board of Directors,
supervise activities of the Board, and serve as an ex-officio voting member of all Board
committees.
Section 7.4
Vice Chairperson of the Board. The Vice Chairperson of the Board shall
be elected from among the Directors and, in the absence or disability of the Chairperson of the
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Board, shall perform all duties of the Chairperson of the Board and, when so acting, shall have
all powers of and be subject to all restrictions upon the Chairperson of the Board. In the absence
of both the Chairperson of the Board and the Vice Chairperson of the Board, the Board shall
select one of its members, other than the Secretary or Treasurer, to act as Chairperson of the
Board.
Section 7.5
Secretary. The Secretary shall be elected from among the Directors and
shall keep or cause to be kept at the principal office or at such other place as the Board of
Directors may determine, a book of minutes of all meetings of the Directors, whether annual,
regular or special, with the time and place of the meeting, the notice given, the names of those
present at the meeting, the proceedings thereat and, if a special meeting, how it was authorized.
The Secretary shall give or cause to be given notice of all meetings of the Board of Directors
required by these Bylaws or by law. He or she shall keep the corporate seal in safe custody and
shall have such other powers and perform such other duties as may be prescribed by the Board of
Directors or these Bylaws.
Section 7.6
Treasurer. The Treasurer shall be elected from among the Directors and
shall have the powers and duties usually associated with such office, subject to limitation or
extension by the Board of Directors. The Treasurer shall keep and maintain or cause to be kept
and maintained adequate and correct accounts of the properties and business transactions of this
Corporation, including accounts of its assets, liabilities, receipts, disbursements, gains and losses.
The books of account shall at all times be open to inspection by any Director. The Treasurer
shall submit or cause to be submitted to the Board of Directors annual statements of receipts and
expenditures.
Section 7.7
President and Chief Executive Officer. The President and the Chief
Executive Officer shall be the chief executive officer of this Corporation, shall serve as a
member of the Corporation’s executive team, and shall be an employee of the Corporation,
except that during any period that the Management Agreement is in effect he or she shall be an
employee of the manager thereunder. Subject to the powers of the Manager (during any time
that the Management Agreement is in effect), the President/CEO shall be appointed by and
subject to the removal of the Board of Directors. He or she shall report to and be accountable to
the Manager (during any time that the Management Agreement is in effect), and report to, be
accountable to and subject at all times to the ultimate supervision and authority of the
Corporation’s Board of Directors, shall have general supervision, direction and control of the
business and non-Director officers of this Corporation and shall be held responsible for the
proper functioning and management of this Corporation. The President and Chief Executive
Officer shall possess the degree of education and experience appropriate to the proper discharge
of these responsibilities and, if a management or employment agreement may be in effect, meet
all of the requirements set forth in the management or employment agreement. The Board of
Directors shall initiate and conduct periodic performance reviews of the President and Chief
Executive Officer. Subject to the direction of the Manager (during any time that the
Management Agreement is in effect) and the ultimate supervision and control of this
Corporation’s Board of Directors, the President and Chief Executive Officer shall organize the
administrative functions of this Corporation, delegate duties and establish formal means of
accountability on the part of his or her subordinate officers. The President and Chief Executive
Officer may be an ex-officio voting member of all Advisory Committees, if so determined by the
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Board of Directors. He or she shall have the general powers and duties of management usually
vested in the chief executive officer under the California Nonprofit Public Benefit Corporation
Law and shall have other powers and duties as may be prescribed by this Corporation’s Board of
Directors, these Bylaws, and the System Authority Matrix.
These powers and duties shall include, but not be limited to, the following:
A.
to support and assist this Corporation in furtherance of its charitable
purposes, consistent with the established philosophy and mission of the Health System;
B.
to direct and implement the goals, policies and programs established for
the Health System;
C.
to promote a high standard of quality of care provided by the Health
System through setting goals and objectives for quality improvement;
D.
to act as the representative of this Corporation to the public as well as to
governmental and voluntary organizations;
E.
executives;

to make policy proposals to the Board of Directors and the Corporation’s

F.
to assume responsibility for strategic planning, financial planning,
physical facilities, site development and program planning to meet the health needs of the
community;
G.
to report to the Board of Directors and the Corporation’s executives on the
performance of this Corporation as well as on appropriate federal, state and local
developments that affect health care therein;
H.
to attend all meetings of the Board of Directors and committees thereof,
except as otherwise determined by the Board of Directors;
I.
to serve on such Advisory Board committees as determined by the Board
of Directors;
J.

to assure proper day-to-day administration of this Corporation;

K.
to prepare an annual budget and periodically report to the Board of
Directors and to the Corporation’s executives on this Corporation’s financial affairs and
condition;
L.
in consultation with the Board of Directors, to appoint each Vice President
of the Corporation, to set the terms and conditions of employment of the Vice Presidents
and to evaluate their performance periodically, to assure the proper selection,
employment, control and discharge of employees of the Corporation and the executives
and officers of the Affiliates and Subsidiaries, and the development and maintenance of
this Corporation’s written personnel policies and practices;
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M.
to assure proper maintenance and to keep the physical properties of this
Corporation in a good state of repair; and
N.
to assure proper business management of this Corporation so that funds
are collected and expended in keeping with sound business practice and with charity.
Section 7.8
Chief Financial Officer. The Chief Financial Officer shall, in coordination
with the Treasurer, and according to the direction of the Board of Directors and the
President/CEO, keep and maintain, or cause to be kept and maintained, adequate and correct
books and records of accounts of the properties and business transactions of the corporation,
including accounts of its assets, liabilities, receipts, disbursements, gains, losses, capital, and
fund balance. The books of account shall at all reasonable times be open to inspection by any
Director. The Chief Financial Officer shall deposit all monies and other valuables in the name
and to the credit of the Corporation with such depositaries as may be designated by the Board of
Directors. He or she shall disburse the funds of the Corporation as may be ordered by the Board
of Directors, shall render to the President and Chief Executive Officer, or the Directors whenever
they request it, an account of all transactions as Chief Financial Officer and of the financial
condition of the Corporation, and shall have other powers and perform such other duties as may
be prescribed by the Board of Directors or the Bylaws. Subject to the powers of the Manager
(during any time that the Management Agreement is in effect), the Chief Financial Officer shall
be appointed by and shall be subject to removal by the Board of Directors of the Corporation
with the concurrence of the President and Chief Executive Officer of the Corporation. He or she
shall report to and be accountable to the Board of Directors of this Corporation, the President and
Chief Executive Officer, and the Manager (during any time that the Management Agreement is
in effect).
Section 7.9
Reporting Relationship of Certain Corporate Officers to the Board of
Directors. Persons serving from time to time in the positions of Corporate Responsibility Officer
and Vice President and General Counsel shall report to and be accountable to the Board of
Directors and the President and Chief Executive Officer and each of them shall be entitled to
confidential access to the Chairperson and other members of the Board of Directors as necessary
or advisable to carry out such person’s duties in such position.
Section 7.10 Resignation. Any officer may resign at any time by giving written notice
to the Corporation. Any resignation shall take effect at the date of the receipt of that notice or at
any later time specified in that notice; and, unless otherwise specified in that notice, the
acceptance of the resignation is without prejudice to the rights, if any, of the Corporation under
any contract to which the officer is a party.
Section 7.11 Vacancies. A vacancy in any office because of death, resignation,
removal, disqualification or any other cause shall be filled in the manner prescribed in these
Bylaws for regular appointments to that office.
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ARTICLE VIII
COMMITTEES
Section 8.1

Generally.

A.
The Board of Directors may by resolution establish (1) Committees of the
Board which shall have legal authority to act for this Corporation and, as determined by
the Board of Directors, the Health System, and (2) Advisory Committees. Committees
may be either standing or special. Members of all committees shall serve at the pleasure
of the Board. Any Committee of the Board which shall have legal authority to act for this
Corporation, to the extent provided in a resolution of the Board, shall have all authority
of the Board, except with respect to:
(1)
The approval of any action for which the California Nonprofit
Public Benefit Corporation Law or these Bylaws also require approval of a
majority of this Corporation’s Board of Directors;
(2)
The filling of vacancies on the Board of Directors or on any
committee that has the authority of the Board;
(3)
The amendment or repeal of any resolution of the Board of
Directors that by its express terms is not so amendable or repealable;
(4)

The appointment of other committees or members thereof;

(5)
The approval of any self-dealing transaction, except as provided in
Section 5233(d)(3) of the California Nonprofit Public Benefit Corporation Law;
(6)
Any decision with respect to the retention or termination of the
Chief Executive Officer, approval or amendment of any operating or capital
budget, approval of the annual audit, amendment of these Bylaws, any
unbudgeted capital expenditure, or any decision with respect to the acquisition,
divestiture, sale or other disposition of Corporation’s assets, or the creation of any
new Corporation liabilities, or the exercise of any reserved power held by the
Corporation with respect to any of the Affiliates.
B.
The Board of Directors shall have the power to prescribe the manner in
which proceedings of any committee shall be conducted. In the absence of any such
prescription, such committee shall have the power to prescribe the manner in which its
proceedings shall be conducted. Unless these Bylaws, the Board or such committee shall
otherwise provide, the regular and special meetings and other actions of any committee
shall be governed by the provisions of Article VII of these Bylaws. Each committee shall
keep minutes of its proceedings and shall report the same to the Board from time to time,
as the Board of Directors may require. The Board of Directors shall review the charter of
each committee governed by a charter at least once every two years.
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Section 8.2
Committees of the Board. Only Directors may be appointed as voting
members of Committees of the Board. Each Committee of the Board shall consist of five (5) or
more Directors, with at least one (1) member of each Committee being a BM Director
Appointee. The Chairperson and members of Committees of the Board shall be appointed by the
Board of Directors. The Board may designate one or more Directors as alternate members of
any such committee, who may replace any absent member at any meeting of the committee.
Section 8.3
Advisory Committees. Advisory Committees may consist of two or more
persons and may consist of Directors only, Directors and non-Directors, or non-Directors only,
and may include non-voting members and alternate members. The Chairperson and members of
Advisory Committees shall be appointed by the Chairperson of the Board or the Board of
Directors. Advisory Committees shall have no legal authority to act for this Corporation.
Section 8.4

Executive Committee.

A.
There may be an Executive Committee which, if established, shall consist
of such members of the Board of Directors as the Board may designate, and shall include
at least one BM Director Appointee. The Chairperson of the Executive Committee shall
be the person then serving as Chairperson of the Board. The Executive Committee shall
have authority to act for this Corporation, subject to the provisions of Section 8.1(A) of
these Bylaws, as to those matters which may arise and cannot be handled in the ordinary
course of regular or special meetings of the Board of Directors.
B.
The establishment of an Executive Committee and the delegation of
authority to it shall not operate to relieve the Board of Directors or any individual
Director of any responsibility imposed on it or him or her by law, by the Articles of
Incorporation of this Corporation or these Bylaws.
C.
The Executive Committee shall meet at such times as it deems necessary,
provided that reasonable notice of all meetings of the Executive Committee shall be
given to its members and no act of the Executive Committee shall be valid unless
approved by the vote of a majority, or by the unanimous written consent, of its members.
Section 8.5
Audit Committee. In a fiscal year in which the Corporation’s gross
revenue is $2,000,000 or more, the Corporation shall appoint an audit committee (the “Audit
Committee”), shall hire an independent auditor, and shall have such auditor prepare an audited
financial statement. Such $2,000,000 threshold excludes grants received from and contracts and
services with government entities for which the governmental entity requires an accounting of
funds received.
A.
Members. The Audit Committee may include non-Board members, but it
may not include any members of the staff, the President/CEO, or the CFO. If the
Corporation has a Finance Committee, it shall be separate from the Audit Committee.
The Audit Committee may include members of the Finance Committee, but such
overlapping members shall constitute less than half of the Audit Committee and the
chairperson of the Audit Committee may not be a member of the Finance Committee.
Any person who has any material financial interest in any entity doing business with the
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Corporation may not serve on the Audit Committee. Each member of the Audit
Committee shall serve as such until such member’s successor shall be appointed by the
Board of Directors. In the event that any member of the Audit Committee shall resign or
cease to be a Director of the Corporation, the vacancy thus caused shall be filled by the
Board. The Audit Committee shall be an Advisory Committee and shall operate in
accordance with this Section 8.5 and the charter adopted by the Board of Directors as in
effect from time to time. The Audit Committee shall consist of not fewer than three
members, all of whom shall be or shall be capable of becoming familiar with basic
financial statements and accounting principles, and all of whom shall be deemed by the
Board of Directors to be free of any relationship that would interfere with independent
judgment. The Audit Committee shall meet at least quarterly, and shall meet at least
annually with the outside auditor or auditors of the Corporation in the absence of all
members who are employees of the Corporation or any Affiliate controlled by the
Corporation.
B.
Duties of the Audit Committee. Subject to the supervision of the Board,
the Audit Committee shall exercise the following powers, responsibilities, and duties:
(1)
To make recommendations to the Board regarding the
appointment, retention, and termination of the independent auditor for the
corporation and the Affiliates;
(2)

To negotiate the auditor’s compensation;

(3)
To confer with the auditor to satisfy its members that the financial
affairs of the corporation and the Affiliates are in order;
(4)

To review the audit and decide whether to accept it; and

(5)
To assure that any non-audit services performed by the auditor
conform to the applicable independent standards and to approve such nonaudit
services.
C.
Compensation. Members of the Audit Committee shall receive
compensation, if any, in an amount no greater than compensation received by members
of other committees for services on the Board of Directors. An Audit Committee member
may be reimbursed for reasonable expenses incurred in attending such meetings.
D.
Control by the Board. The Audit Committee shall be subject at all times
to the control of the Board, which shall have the power to revise or alter any action taken
by the Audit Committee; provided, however, that no rights of third parties shall be
affected thereby.
Section 8.6
Financial Statements Must Be Made Available. If the Corporation
prepares an audited financial statement (either in accordance with Section 8.5 above or
otherwise), such audited financial statement shall be made available for inspection by the
California Attorney General and by all members of the public no later than nine months after the
close of the relevant fiscal year in the same manner as the corporation’s Internal Revenue
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Service Form 990. Each annual financial statement shall be made available to the public for
three years.
Section 8.7
Nominating Committee. The Nominating Committee shall be a standing
advisory committee and shall be composed of five (5) Directors appointed by the Chairperson,
including one BM Director Appointee. The Nominating Committee shall have the authority and
responsibility to:
A.
Recruit, screen, and evaluate candidates for Directors of this Corporation
and other entities in which the Corporation has the right or power to appoint directors or
managers and shall solicit recommendations and input from all Directors, BlueMountain
Capital Management, LLC, and Manager for nominees to the Board of Directors;
B.
Nominate Director nominees to the Board of Directors, and of other
entities for which this Corporation has the right to appoint directors or managers; and
C.
Directors.

Perform such other functions as may be assigned to it by the Board of

Section 8.8
Executive Compensation Review and Approval. During any period that
the President/CEO and CFO are employed by the Corporation, rather than the Manager, the
Board, or any authorized Committee of the Board, shall review and approve the compensation,
including benefits, of the President/CEO and the CFO to ensure that each such officer’s
compensation is just and reasonable. Such review and approval shall occur when the officer is
initially hired, whenever the officer’s term of employment is renewed or extended, and when the
officer’s compensation is modified, unless such modification applies to substantially all
employees.
Section 8.9
Term of Office. The Chairperson and each member of a standing
committee shall serve until the next election of Directors and until his or her successor is
appointed or until such committee is sooner terminated or until he or she is removed, resigns or
otherwise ceases to qualify as a member of the committee. The Chairperson and each member of
a special committee shall serve for the life of the committee unless they are sooner removed,
resign or cease to qualify as members of such committee.
Section 8.10 Vacancies. Vacancies on any committee may be filled for the unexpired
portion of the term in the same manner as provided in the case of original appointments.
Section 8.11 Quorum. At all committee meetings, a majority of committee members
then serving, but not less than three (3), whichever is greater, shall be necessary and sufficient to
constitute a quorum for the transaction of business, except that a majority of committee members
present, whether or not a quorum, may adjourn any committee meeting to another time and
place. The act of a majority of the committee members present at a meeting at which there is a
quorum shall be the act of the committee. Notwithstanding previous provisions of this Section,
the committee members present at a meeting at which a quorum is initially present may continue
to transact business, notwithstanding the withdrawal of committee members, so long as any
action taken is approved by at least a majority of the required quorum for such meeting.
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ARTICLE IX
GENERAL PROVISIONS
Section 9.1
Voting Interests. The Corporation may vote any and all shares held by it
in any other corporation and may exercise any and all membership rights held by it in any other
corporation. Such action shall be undertaken or evidenced on behalf of this Corporation by such
officer, agent or proxy as the Board of Directors may appoint or, in default of any such
appointment, by the Chairperson of the Board or by an officer who is also a Director and, in such
case, such person may likewise appoint a proxy to vote shares.
Section 9.2
Checks, Drafts, Etc. All checks, drafts or other orders for payment of
money, notes or other evidences of indebtedness issued in the name of or payable to this
Corporation and any and all securities owned or held by this Corporation requiring signature for
transfer shall be signed or endorsed by such person or persons and in such manner as from time
to time shall be determined by the Board of Directors.
Section 9.3
Execution of Contracts. Except as otherwise provided in these Bylaws,
the Board of Directors may authorize any officer or officers, agent or agents to enter into any
contract or execute any instrument in the name of and on behalf of this Corporation and such
authority may be general or confined to specific instances. Unless so authorized by the Board of
Directors or by the System Authority Matrix, no officer, agent or employee shall have any power
or authority to bind this Corporation by any contract or engagement or to pledge its credit or to
render it liable for any purpose or in any amount.
Section 9.4
Inspection of Corporate Records. The accounting books and records of
this Corporation and the minutes of proceedings of this Corporation’s Board of Directors and
Committees shall be open to inspection upon the written request of any Director at any
reasonable time and for any purpose reasonably related to the interests of the Director. Such
inspection may be made in person or by an agent or attorney.
Section 9.5
Annual Report. The Board of Directors shall cause an annual report to be
sent to each Director of this Corporation no later than one hundred twenty (120) days after the
close of this Corporation’s fiscal or calendar year. Such annual report shall be prepared in
conformity with requirements of the California Nonprofit Public Benefit Corporation Law.
Section 9.6
Dissolution. The property and assets of this Corporation are irrevocably
dedicated to charitable, educational and scientific purposes. Upon the winding up and
dissolution of this Corporation, its assets remaining, after payment or adequate provision for
payment of all debts and obligations of this Corporation, shall be distributed in accordance with
the dissolution provisions set forth in this Corporation’s Articles of Incorporation.
Section 9.7
Fiscal Year. The fiscal year of this Corporation shall begin on the first
day of July each year and end on June 30th of the following year.
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Section 9.8
Review of Bylaws. At least once every two (2) years, the Board of
Directors shall review these Bylaws and recommend changes.
ARTICLE X
INDEMNIFICATION AND INSURANCE
Section 10.1 Indemnification. To the full extent permitted by law and in the manner
provided by law, this Corporation may, and if the law requires it shall, indemnify against liability
and hold harmless any person who was or is a party to or is threatened to be a party to or is
otherwise involved in any threatened, pending or completed action, suit or proceeding, whether
civil, criminal, administrative or investigative, by reason of the fact that such person is or was a
Director, officer, employee or agent of this Corporation when serving in an official capacity on
behalf of this Corporation, or is or was serving at the request of this Corporation as a member,
director, officer, employee or agent of another corporation, domestic or foreign, nonprofit or forprofit, partnership, joint venture, trust or other enterprise. The foregoing rights of
indemnification shall not be deemed to be exclusive of any other rights to which such person
may be entitled under applicable law, and shall continue as to a person who has ceased to be a
Director, officer, employee, or agent of this Corporation and shall inure to the benefit of the
estate, executors, administrators, heirs, legatees or devisees of any such person to the extent such
action, suit or proceeding survives the death of such person.
Section 10.2 Payment of Expenses. This Corporation may pay expenses, including
attorneys’ fees, incurred in defending any action, suit or proceeding referred to in this Article in
advance of the final disposition of such action, suit or proceeding as authorized by the Board of
Directors in the specific case and as permitted by law.
Section 10.3 Insurance. This Corporation may purchase and maintain insurance on
behalf of any person who is or was a Director, officer, employee or agent of this Corporation
when serving in an official capacity on behalf of this Corporation, or is or was serving at the
request of this Corporation as a member, director, officer, employee or agent of another
corporation, domestic or foreign, nonprofit or for-profit, partnership, joint venture, trust or other
enterprise, against any claim or liability asserted against such person and incurred in any such
capacity, or arising out of such person’s status as such, whether or not this Corporation would be
required or would have the power to indemnify such person against such liability under this
Article or otherwise.
ARTICLE XI
MAINTAINING A UNIFIED HEALTH SYSTEM
Section 11.1 Generally. In order to establish the relationships among organizations in
the Health System which are necessary to maintain a unified system, this Corporation shall
require that the governing document or documents of any entity of which this Corporation is the
sole corporate member or controlling organization contain the following:
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A.
Provisions which reserve to this Corporation the powers over such entity,
as may be required by applicable Health System policies;
B.
Provisions which reserve to such entity powers over organizations it
controls, as may be required by applicable Health System policies; and
C.
Provisions which require such entity to require that the governing
document or documents of organizations it controls contain a provision which reserves to
this Corporation, the powers set forth in these Bylaws, the governing document or
documents of such entity or applicable Health System policies (including the System
Authority Matrix). The term “governing document or documents,” is used in this Article
as a generic form to describe the organizational documents by which an entity is legally
formed in a particular state and includes, but is not limited to, articles of incorporation,
bylaws, governing resolutions, articles of partnership, joint venture agreements, and any
other document which creates or governs the organization or entity.
Section 11.2 Exercise of Reserved Powers. All action by this Corporation as the
corporate member or controlling entity of an Affiliate shall be by this Corporation’s Board of
Directors.
ARTICLE XII
GENDER AND NUMBER
Words used herein regardless of the number and gender specifically used, shall be
deemed and construed to include any other number, singular or plural, and any other gender,
masculine, feminine or neuter, as the context requires.
ARTICLE XIII
AMENDMENTS
These Bylaws or any part thereof may be amended or repealed or new Bylaws may be
adopted by the affirmative vote of a majority of the Directors then in office.
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AMENDED AND RESTATED
BYLAWS OF
SETON MEDICAL CENTER
ARTICLE I
NAME
The name of this Corporation shall be as set forth in its Articles of Incorporation.
ARTICLE II
DEFINITIONS
Section 1.
Definitions. These Bylaws contain the terms “Affiliate” and “Health
System.” These terms are also used in the bylaws of other entities comprising the Health System.
For purposes of continuity, when used in these Bylaws, such terms shall be interpreted to give
full effect to the intent of Article XIII of these Bylaws.
(a)
Affiliate. The term “Affiliate” shall mean, individually, each organization
that is controlled, directly or indirectly, by Verity Health System of California, Inc., a California
nonprofit public benefit corporation (“Verity”), or by another organization controlled by Verity.
As used in this definition, “control” shall mean (a) the status of sole corporate member of an
organization; or (b) the authority to appoint, elect or approve at least a majority of the governing
body of an organization.
(b)

Corporate Member. The term “Corporate Member” shall mean Verity.

(c)

Corporation. The term “Corporation” shall mean Seton Medical Center.

(d)
Health System. The term “Health System” shall mean, collectively,
Verity, this Corporation and the Affiliates of Verity.
(e)
Subsidiary. “Subsidiary” shall mean an Affiliate that is under the direct
control of another Affiliate.
(f)
System Authority Matrix. The term “System Authority Matrix” shall mean
the document as in effect from time to time which sets forth the respective responsibilities and
authorities for Health System operations and decision making.

Section 2.
Other Capitalized Terms. Capitalized terms used in these Bylaws and not
otherwise defined herein are used herein with the meanings given them in the California
Nonprofit Corporation Law.
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ARTICLE III
PURPOSES
Section 1.
Purposes. The purposes of this Corporation are set out in its Articles of
Incorporation as in effect from time to time.
ARTICLE IV
OFFICES AND SEAL
Section 1.
Principal Office. The principal office of this Corporation shall be in the
County of San Mateo, State of California.
Section 2.
of this Corporation.

Seal. This Corporation may have a common seal inscribed with the name
ARTICLE V
CORPORATE MEMBERSHIP

Section 1.
Corporate Membership. The sole member of this Corporation is Verity,
acting through its Board of Directors or otherwise as provided in Article XIII, Section 2 of these
Bylaws or the California Nonprofit Corporation Law.
Section 2.
Rights and Powers of the Corporate Member. As the sole member of this
Corporation under the California Nonprofit Corporation Law, the Corporate Member has all
corresponding statutory rights and powers of membership. In addition, the Corporate Member
has the power (which are termed the “Reserved Powers” of the Corporate Member) to take or
approve the following actions:
(a)

Approve or change the mission, role and purpose of this Corporation;

(b)

Amend the Bylaws and Articles of Incorporation of this Corporation;

(c)
Authorize the Board of Directors to amend the bylaws, articles of
incorporation or other organizational documents of any Affiliate;
(d)
Approve the formation, merger, dissolution, consolidation, divestiture,
closure, change in corporate membership or control and reorganization of each direct Affiliate of
this Corporation;
(e)

Fix the number and appoint and remove the Directors of this Corporation;

(f)
Appoint and remove the Chairperson of the Board and the President and
Chief Executive Officer of this Corporation and of each direct Affiliate or Subsidiary of this
Corporation;
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(g)
Approve the merger, consolidation, reorganization or dissolution of this
Corporation and the disposition of the assets of this Corporation upon dissolution;
(h)
Approve the acquisition, sale, lease, mortgage, transfer or other alienation
of real or personal property of this Corporation other than in accordance with the System
Authority Matrix;
(i)
Approve the capital and operating budgets of this Corporation or of any
Affiliate controlled by this Corporation;
(j)
Approve the incurrence of debt or guaranties of this Corporation other
than in accordance with the System Authority Matrix;
(k)
Establish policy concerning quality of care and services for the
Corporation and to approve any such policies of this Corporation that are inconsistent with the
System Authority Matrix;
(l)
Establish policy and procedures concerning finance and resources for the
Corporation and to approve any such policies or procedures that are inconsistent with such
policies or procedures;
(m)
Establish criteria for the long-range financial and strategic plans of the
Corporation and to approve any such plans;
(n)
Establish an internal auditing program and approve any material element
of the internal auditing program for this Corporation that is inconsistent with the internal auditing
program established by the Corporate Member;
(o)
Approve capital expenditures by this Corporation or for any Affiliate
controlled by this Corporation other than in accordance with the System Authority Matrix;
(p)
Approve the transfer of funds, by gift or loan, between this Corporation
and one or more other Affiliates of Verity and this Corporation or to any other person or entity
other than in accordance with System Authority Matrix; and
(q)
Approve any other action by this Corporation or for any Affiliate
controlled by this Corporation that has been established by resolution of the Corporate Member
as requiring its approval, including, but not limited to, any approvals of authority necessary to
ensure compliance with any credit agreement, master indenture or loan agreement to which this
Corporation or any Affiliate controlled by this Corporation is a party.
Section 3.

Voting By Proxy. The Corporate Member may not vote by proxy.

Section 4.
Appointment of Officer or Director or Others to Act on Behalf of
Corporate Member. Subject to applicable law and the articles of incorporation and bylaws of the
Corporate Member, the Corporate Member’s board of directors may, by resolution, appoint one
of more officers or directors of the Corporate Member or one or more other persons to act on its
behalf, in its capacity as Corporate Member of this Corporation.
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Section 5.
Annual Meeting. A meeting of the Corporate Member shall be held
annually for the purpose of appointing Directors and to transact such other business as may be
brought before such meeting. The annual meeting of the Corporate Member shall be held at such
time and place as the board of directors of the Corporate Member determine from time to time.
Section 6.
Action by Written Consent. Any action required or permitted to be taken
at a meeting (whether annual, regular or special) by the Corporate Member under any provision
of law, the Articles of Incorporation or these Bylaws may be taken without a meeting if the
Corporate Member consents to such action in writing. Each such written consent shall be filed
with the minutes of the proceedings of the Corporation. Such action by written consent shall
have the same force and effect as a vote of the Corporate Member. Any certificate or other
document filed on behalf of this Corporation relating to an action taken by the Corporate
Member without a meeting shall state that the action was taken by written consent of the
Corporate Member without a meeting and that the Bylaws of the Corporation authorize the
Corporate Member to so act.
ARTICLE VI
BOARD OF DIRECTORS
Section 1.
Powers. Subject to the provisions of this Corporation’s Articles of
Incorporation, these Bylaws, the Reserved Powers of the Corporate Member, the System
Authority Matrix and the laws of the State of California, the activities and affairs of this
Corporation shall be managed and conducted and all corporate powers shall be exercised by or
under the direction of this Corporation’s Board of Directors. To facilitate the management and
conduct of this Corporation’s activities and affairs, the Board of Directors shall establish
corporate policies for, and formulate the basic rules and regulations governing the operation and
management of, this Corporation and generally oversee and be responsible for the quality of care
and the planning of services rendered by this Corporation. The Board of Directors may delegate
the management and conduct of this Corporation’s activities and affairs to any person or persons,
management company, or committee however composed, provided that no delegation of
authority by the Board of Directors to the Chief Executive Officer (as defined in Article VIII,
Section 4 below), or anyone else, shall preclude the Board of Directors from exercising the
authority required to meet its governance responsibility for the management and conduct of this
Corporation’s activities and affairs; and provided, further, that any delegation of powers of the
Board may be made only to a committee of the Board consisting only of Directors and shall be
subject to the further limitations on Board committees set forth in Article IX, Section 1 of these
Bylaws. The Board of Directors shall retain the right to rescind any such delegation.
Section 2.
Reserved Powers of Verity as the Corporate Member; Final Action.
Certain actions of the Board of Directors are subject to the Reserved Powers of Verity, acting in
its capacity as the Corporate Member of this Corporation, as set forth above in Article V of these
Bylaws. Action by the Board of Directors of this Corporation that is subject to the approval of
the Corporate Member pursuant to the Reserved Powers of the Corporate Member shall become
final, binding action of the Corporation when such action has been approved or ratified by final
action of the Corporate Member acting in accordance with these Bylaws and the bylaws of the
Corporate Member.
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Section 3.

Number and Qualification.

(a)
The Board of Directors shall consist of not less than five (5) nor more than
seventeen (17) members, including:
(i)
The President and Chief Executive Officer of the Corporate
Member shall serve as a member of the Board, ex officio.
(ii)
The Board of Directors may include at least one (1) person who is
a member in good standing of the Board of Directors of Verity, provided that no more than fifty
percent (50%) of the Directors shall be members who are in good standing of the Board of
Directors of Verity.
County; and

(iii)

At least one-third of the members shall be residents of San Mateo

(iv)
No more than twenty (20) percent of the members of the Board of
Directors shall have, either directly or indirectly, personally or through a family member, any
financial relationship with BlueMountain Capital Management, LLC or any of its owned or
managed affiliates or Integrity Healthcare, LLC, and may not serve as an officer, director,
contractor or employee of BlueMountain Capital Management, LLC or any of its owned or
managed affiliates, or Integrity Healthcare, LLC, any managed fund, or entity in which
BlueMountain Capital Management, LLC has an equity stake or option to purchase, except for
public companies wherein BlueMountain Capital Management, LLC has an interest of less than
10%.
(b)
Restriction on Interested Directors. Not more than forty-nine percent
(49%) of the persons serving on the Board of Directors at any time may be interested persons
within the meaning of Section 5227 of the California Nonprofit Public Benefit Corporation Law.
An interested person is (i) any person currently being compensated by this Corporation for
services rendered to it within the previous twelve (12) months, whether as a full-time or parttime employee, independent contractor or otherwise, but excluding any reasonable compensation
paid to a Director as Director; or (ii) any brother, sister, ancestor, descendant, spouse, brother-inlaw, sister-in-law, son-in-law, daughter-in-law, mother-in-law, or father-in-law of any such
person. However, any violation of the provision of this Section shall not affect the validity or
enforceability of any transaction entered into by this Corporation.
Section 4.
Appointment by Corporate Member. The Directors shall be appointed by
Verity at each annual meeting of the Corporate Member.
Section 5.
Term. Each Director (other than the President and Chief Executive Officer
of the Corporate Member) shall hold office for a term of one (1) year or such other period set by
the Corporate Member or until a successor is appointed and qualified or until such person sooner
dies, resigns, is removed or becomes disqualified.
Section 6.
Removal and Filling of Vacancies. The Board of Directors may declare
vacant the office of a Director who has been declared of unsound mind by a final order of court
or convicted of a felony or who has missed more than half of the meetings of the Board of
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Directors during any twelve-month period other than by reason of illness, or who has been
found, by a final order or judgment of any court, to be in breach of any duty owed to the
Corporation under Sections 5230-5239 of the California Nonprofit Public Benefit Corporation
Law. In the event that such office is declared vacant, a new Director to fill the unexpired portion
of the term of the Director whose office was declared vacant shall be appointed by the Corporate
Member.
Section 7.
Resignation. Any Director may resign at any time by delivering his or her
resignation in writing to the Chairperson of the Board of Directors, the President or the Secretary
or to the Board of Directors of the Corporation at its principal office; provided that, except upon
notice to the Attorney General, no Director may resign if the Corporation would then be left
without a duly elected Director or Directors in charge of its affairs. Such resignation shall be
effective upon receipt unless specified to be effective at some other time.
Section 8.
Fees and Compensation. Directors may receive such reasonable
compensation (within the meaning of Internal Revenue Code Section 4958), if any, for serving as
Director, and advances or reimbursement for reasonable expenses, as may be fixed or determined
by the Corporate Member. Directors may receive compensation from the Corporation for
services rendered to it, subject to the restriction on Interested Directors as set forth in Section
3(b) above of this Article VI.
Section 9.
Self-Dealing Transactions. This Corporation shall not enter into selfdealing transactions. Except as provided in Section 9(a) of this Article VI, for the purpose of this
Section, a self-dealing transaction means a transaction to which this Corporation is a party and in
which one or more of the members of its Board of Directors or officers has a material financial
interest and which does not meet the requirements of Sections 9(b) or 9(c) of this Article VI.
Such a member of the Board of Directors is an “Interested Director” for the purpose of this
Section.
following:

(a)

Exceptions. The provisions of this section do not apply to any of the

(i)
An action of the Board of Directors fixing the compensation of a
member of the Board of Directors as an officer of this Corporation.
(ii)
A transaction which is part of a public or charitable program of this
Corporation if it (i) is approved or authorized by this Corporation in good faith and without
unjustified favoritism and (ii) results in a benefit to one or more members of the Board of
Directors or their families because they are in the class of persons intended to be benefited by the
public or charitable program.
(iii)
A transaction, of which the Interested Director or Directors have
no actual knowledge, and which does not exceed the lesser of one percent of the gross receipts of
this Corporation for the preceding fiscal year or one hundred thousand dollars ($100,000).
(b)
Prior Board of Directors Approval. This Corporation may enter into a
self-dealing transaction if all of the following facts are established:
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(i)

This Corporation entered into the transaction for its own benefit;

(ii)
The transaction was fair and reasonable as to this Corporation at
the time this Corporation entered into the transaction;
(iii)
Prior to consummating the transaction or any part thereof the
Board of Directors authorized or approved the transaction in good faith by a vote of a majority of
the members of the Board of Directors then in office without counting the vote of the Interested
Director or Directors, and with knowledge of the material facts concerning the transaction and
the Director’s interest in the transaction. Interested Directors may be counted in determining the
presence of a quorum at a meeting of the Board of Directors which authorizes, approves or
ratifies the contract or transaction. Except as provided in Section 9(c)(i) of this Article VI, action
by a committee of the Board of Directors shall not satisfy this paragraph; and
(iv)
Prior to authorizing or approving the transaction the Board of
Directors considered and in good faith determined after reasonable investigation under the
circumstances that this Corporation could not have obtained a more advantageous arrangement
with reasonable effort under the circumstances or (ii) this Corporation in fact could not have
obtained a more advantageous arrangement with reasonable effort under the circumstances.
(c)
Subsequent Board of Directors Approval. This Corporation may enter
into a self-dealing transaction if all of the following facts are established:
(i)
A committee or person authorized by the Board of Directors
approved the transaction in a manner consistent with the standards set forth in Section 9(b) of
this Article VI;
(ii)
It was not reasonably practicable to obtain approval of the Board
of Directors prior to entering into the transaction; and
(iii)
The Board of Directors, after determining in good faith that the
conditions of subparagraphs (i) and (ii) of this subsection (c) were satisfied, ratified the
transaction at its next meeting by a vote of the majority of the members of the Board of Directors
then in office without counting the vote of the Interested Director or Directors. Interested
Directors may be counted in determining the presence of a quorum at a meeting of the Board of
Directors which authorizes, approves or ratifies the contract or transaction.

ARTICLE VII
MEETINGS OF THE BOARD OF DIRECTORS
Section 1.
Place of Meeting. All meetings of the Board of Directors shall be held at
the principal office of this Corporation or at such other place as may be designated for that
purpose in the notice of the meeting or, if not stated in the notice or there is no notice, at such
place as may be set by resolution of the Board.
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Section 2.
Annual Meeting. As soon as reasonably practicable, but no later than
sixty (60) days after the annual meeting of the Corporate Member, the Board of Directors shall
hold an annual meeting for the purpose of organizing the Board, electing officers other than the
Chairperson of the Board, and the transaction of such other business as may come before the
meeting. The date of the annual meeting shall be fixed by resolution. No notice of the annual
meeting of the Board of Directors need be given.
Section 3.
Regular Meetings. Regular meetings of the Board of Directors shall be
held at such time as the Corporate Member may fix by resolution from time to time. No notice
of regular meetings of the Board of Directors need be given.
Section 4.
Special Meetings. Special meetings of the Board of Directors for any
purpose or purposes may be called at any time by the Chairperson of the Board or by two (2) or
more Directors of this Corporation, or by the Corporate Member.
Section 5.
Notice of Special Meetings. Notice of the time and place of special
meetings shall be communicated personally or by telephone to each Director or sent to each
Director by mail or other form of written communication (including e-mail), addressed to such
Director at his or her address as it is shown on the records of this Corporation. Such notice, if
mailed, shall be mailed at least seventy-two (72) hours prior to the time of the meeting, or if
delivered personally, telephonically or telegraphically or by e-mail, shall be received at least
forty-eight (48) hours prior to the time of the meeting.
Section 6.
Waiver of Notice. Notice of a meeting need not be given to any Director
who signs a waiver of notice or a written consent to hold the meeting or an approval of the
minutes thereof, whether before or after the meeting, or who attends the meeting without
protesting, prior thereto or at its commencement, the lack of notice. All such waivers, consents
and approvals shall be filed with the corporate records or made a part of the minutes of the
meeting.
Section 7.
Quorum. At all meetings of the Board of Directors, a majority of the then
serving Directors, but not less than two (2), whichever is greater, shall be necessary and
sufficient to constitute a quorum for the transaction of business, except that a majority of the
Directors present, whether or not a quorum, may adjourn any Directors meeting to another time
and place. The act of a majority of the Directors present at any meeting at which there is a
quorum shall be the act of the Board of Directors, unless a greater number is required by law.
Notwithstanding the previous provisions of this Section, the Directors present at a meeting at
which a quorum is initially present may continue to transact business notwithstanding the
withdrawal of Directors, so long as any action taken is approved by at least a majority of the
required quorum for such meeting.
Section 8.
Action Without Meeting. Any action required or permitted to be taken by
the Board of Directors may be taken without a meeting if all of the Directors individually or
collectively shall consent in writing to such action. Such written consent or consents shall be
filed with the minutes of the proceedings of the Board. Such action by written consent shall have
the same force and effect as the unanimous vote of such Directors. Any certificate or other
document filed on behalf of this Corporation relating to an action taken by the Board without a
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meeting shall state that the action was taken by written consent of the Board of Directors without
a meeting and that the Bylaws of the Corporation authorize its Directors to so act.
Section 9.
Telephonic Meeting. Directors may participate in a meeting of the Board
through the use of conference telephone or similar communication equipment, as long as all
Directors participating in such meeting can hear one another. Participation in this manner shall
constitute presence in person at such meeting.
Section 10.

Prohibition Against Voting by Proxy. Directors may not vote by proxy.

Section 11.
Board Observer. The President and Chief Executive Officer of the
Corporate Member shall appoint one of Verity’s Corporate Officers to be an official Board
Observer of the Board of Directors. The Board Observer shall have the right to be heard at any
meetings of the Board of Directors, but in no event shall the Board Observer (i) be deemed to be
a member of the Board; or (ii) have the right to vote on any matter under consideration by the
Board.
ARTICLE VIII
CORPORATE OFFICERS
Section 1.

Officers.

(a)
The officers of this Corporation shall include a Chairperson of the Board,
a Vice Chairperson of the Board, a President and Chief Executive Officer (“CEO”), a Chief
Financial Officer (“CFO”), and a Secretary all of whom shall be selected in accordance with the
provisions of this Article VIII. Neither the Chairperson of the Board nor the President/CEO may
serve concurrently as the Secretary or CFO of this Corporation.
(b)
Each officer shall hold office until his or her resignation or removal, other
disqualification to serve or until his or her successor shall be elected and qualified.
(c)
The Board of Directors may appoint such additional officers from among
the members of the Board of Directors (including, for example, one (1) or more assistant
Secretaries), as the business of this Corporation may require, each of whom shall serve for such
period, have such authority and perform such duties as the Board of Directors from time to time
may authorize.
Section 2.
Removal of Officers. Any officer, other than the Chairperson of the Board,
the President and CEO and the CFO, may be removed, with or without cause, by a majority of
Directors then in office, at any regular or special meeting of the Board. The Chairperson of the
Board may be removed, with or without cause, only by the Corporate Member, and the
President/CEO may be removed, with or without cause, only by the Corporate Member after
consultation with the Board of Directors of this Corporation and the President/CEO of the
Corporate Member. The CFO may be removed, with or without cause, only by the
President/CEO of this Corporation with the concurrence of the Chief Financial Officer of the
Corporate Member after consultation with the Board of Directors of this Corporation. If a
vacancy occurs in any office as a result of death, resignation, removal, disqualification or any

9
55491017_3

other cause, the Board of Directors may delegate the powers and duties of such, office, except as
otherwise provided in these Bylaws, to any officer or to any Director until such time as a
successor for such office has been appointed. Any officer who is also a Director shall be
automatically removed as such an officer upon his or her removal as a Director in accordance
with the provisions of Article VI, Section 6 of these Bylaws.
Section 3.
Chairperson of the Board. The Chairperson of the Board shall be
appointed by the Corporate Member in connection with the appointment of the Directors. The
Chairperson of the Board shall have the powers and duties usually associated with such office.
The Chairperson of the Board shall preside over meetings of the Board of Directors, supervise
activities of the Board, and serve as an ex officio voting member of all Board committees.
Section 4.
President and Chief Executive Officer. The President/CEO shall be the
chief executive officer of this Corporation, shall be an employee of Verity, and shall serve as a
member of the Verity executive team. The President/CEO shall be appointed by the Corporate
Member after consultation with this Corporation’s Board of Directors and the President/CEO of
the Corporate Member. He or she shall serve such term as may be determined by the Board of
Directors. He or she shall report to and be accountable to this Corporation’s Board of Directors
and to the President/CEO of the Corporate Member and shall have general supervision, direction
and control of the business, employees and independent contractors of this Corporation and shall
be held responsible for the proper functioning and management of this Corporation. The
President/CEO shall possess the degree of education and experience appropriate to the proper
discharge of these responsibilities and, if a management or employment agreement may be in
effect, meet all of the requirements set forth in the management or employment agreement. The
President/CEO may sign, with the Secretary or any other officer of this Corporation as
authorized by this Corporation’s Board of Directors, any instrument which this Corporation’s
Board of Directors has authorized to be executed. The Chairperson of the Board of this
Corporation and the President/CEO of the Corporate Member shall initiate and conduct periodic
performance reviews of the President/CEO of this Corporation, taking into account the advice
and comments of this Corporation’s Board of Directors. Subject to the control of this
Corporation’s Board of Directors and the direction of the Corporate Member, the President/CEO
shall organize the administrative functions of this Corporation, delegate duties and establish
formal means of accountability on the part of his or her subordinate officers. The President/CEO
shall have the general powers and duties of management usually vested in the chief executive
officer under the California Nonprofit Public Benefit Corporation Law and shall have other
powers and duties as may be prescribed by this Corporation’s Board of Directors, these Bylaws,
and the policies of the Corporate Member.
Section 5.
Vice Chairperson of the Board. The Vice Chairperson of the Board shall
be elected from among the Directors and, in the absence or disability of the Chairperson of the
Board, shall perform all duties of the Chairperson of the Board and, when so acting, shall have
all powers of and be subject to all restrictions upon the Chairperson of the Board. In the absence
of both the Chairperson of the Board and the Vice Chairperson of the Board, the Board shall
select one of its members, other than the Secretary or CFO, to act as Chairperson of the Board.
Section 6.
Secretary. The Secretary shall be appointed initially by the Corporate
Member and thereafter shall be elected from among the Directors and shall keep or cause to be
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kept at the principal office or at such other place as the Board of Directors may determine, a
book of minutes of all meetings of the Directors, whether annual, regular or special, with the
time and place of the meeting, the notice given, the names of those present at the meeting, the
proceedings thereat and, if a special meeting, how it was authorized. The Secretary shall give or
cause to be given notice of all meetings of the Board of Directors required by these Bylaws or by
law. The Secretary shall have such other powers and perform such other duties as may be
prescribed by the Board of Directors or these Bylaws.
Section 7.
Chief Financial Officer. The CFO shall and according to the direction of
the Board of Directors and the President/CEO, keep and maintain, or cause to be kept and
maintained, adequate and correct books and records of accounts of the properties and business
transactions of this Corporation, including accounts of its assets, liabilities, receipts,
disbursements, gains, losses and capital. The CFO shall deposit all monies and other valuables
in the name and to the credit of this Corporation with such depositaries as may be designated by
the Board of Directors. The CFO shall disburse the funds of this Corporation as may be ordered
by the Board of Directors, shall render to the President/CEO, the Directors or the Chief
Financial Officer of the Corporate Member, whenever they request it, an account of all
transactions and of the financial condition of this Corporation, and shall have other powers and
perform such other duties as may be prescribed by the Board of Directors or these Bylaws.
The CFO shall be appointed by and subject to removal by the President/CEO of this Corporation
as a corporate employee with the concurrence of the Chief Financial Officer of the Corporate
Member after consultation with the Board of Directors of this Corporation. He or she shall serve
such term as may be determined by the Board of Directors. He or she shall report to and be
accountable to the President/CEO of this Corporation and the Chief Financial Officer of the
Corporate Member.
Section 8.
Reporting Relationship of Certain Corporate Officers to the Board of
Directors. Persons serving from time to time in the positions of Corporate Responsibility Officer
and Vice President and General Counsel of the Corporate Member shall report to and be
accountable to the Corporate Member’s board of directors and the President/CEO and each of
them shall be entitled to confidential access to this Corporation’s Chairperson and other
members of this Corporation’s Board of Directors as necessary or advisable to carry out such
person’s duties in such position.
Section 9.
Resignation. Any officer may resign at any time by giving written notice
to this Corporation. Any resignation shall take effect at the date of the receipt of that notice or at
any later time specified in that notice; and, unless otherwise specified in that notice, the
acceptance of the resignation is without prejudice to the rights, if any, of this Corporation under
any contract to which the officer is a party.
Section 10.
Vacancies. A vacancy in any office because of death, resignation,
removal, disqualification or any other cause shall be filled in the manner prescribed in these
Bylaws for regular appointments to that office.
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ARTICLE IX
COMMITTEES
Section 1.

Generally.

(a)
The Board of Directors may by resolution establish (1) Committees of the
Board which shall have legal authority to act for this Corporation, subject to the authority of any
Health System-wide committees appointed by Verity, and (2) Advisory Committees. Committees
may be either standing or special. Members of all committees shall serve at the pleasure of the
Board. Any Committee of the Board which shall have legal authority to act for this Corporation,
to the extent provided in a resolution of the Board adopted by a majority of the Directors then in
office, shall have all authority of the Board, except with respect to:
(i)

The approval of any action for which the California Nonprofit
Public Benefit Corporation Law or these Bylaws also require
approval of the Corporate Member, or a majority of this
Corporation’s Board of Directors;

(ii)

The filling of vacancies on the Board of Directors or on any
committee that has the authority of the Board;

(iii)

The amendment or repeal of any resolution of the Board of
Directors that by its express terms is not so amendable or
repealable;

(iv)

The appointment of other Committees of the Board or members
thereof; or

(v)

The approval of any self-dealing transaction, except as provided in
Section 5233(d)(3) of the California Nonprofit Public Benefit
Corporation Law.

(b)
The Board of Directors shall have the power to prescribe the manner in
which proceedings of any committee shall be conducted. In the absence of any such prescription,
such committee shall have the power to prescribe the manner in which its proceedings shall be
conducted. Unless these Bylaws, the Board or such committee shall otherwise provide, the
regular and special meetings and other actions of any committee shall be governed by the
provisions of Article VII of these Bylaws. Each committee shall keep minutes of its proceedings
and shall report the same to the Board from time to time, as the Board of Directors may require.
The Board of Directors shall review the charter of each committee governed by a charter at least
once every two years.
Section 2.
Committees of the Board. Only Directors may be appointed as members of
Committees of the Board. Each Committee of the Board shall consist of two or more Directors.
The Chairperson and members of Committees of the Board shall be appointed by the Board of
Directors by resolution adopted by a majority of the Directors then in office. The Board may
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designate one or more Directors as alternate members of any such committee, who may replace
any absent member at any meeting of the committee.
Section 3.
Advisory Committees. Advisory Committees may consist of two or more
persons and may consist of Directors only, Directors and non-Directors, or non-Directors only,
and may include non-voting members and alternate members. The Chairperson and members of
Advisory Committees shall be appointed by the Chairperson of the Board or the Board of
Directors. Advisory Committees shall have no legal authority to act for this Corporation.
Section 4.

Executive Committee.

(a)
There may be an Executive Committee which, if established, shall consist
of some such members of the Board of Directors as the Board may designate. The Chairperson
of the Executive Committee shall be the person then serving as Chairperson of the Board. The
Executive Committee shall have authority to act for this Corporation, subject to the provisions of
Section 1 of this Article.
(b)
The establishment of an Executive Committee and the delegation of
authority to it shall not operate to relieve the Board of Directors or any individual Director of any
responsibility imposed on it or him or her by law, by the Articles of Incorporation of this
Corporation or these Bylaws.
(c)
The Executive Committee shall meet at such times as it deems necessary,
provided that reasonable notice of all meetings of the Executive Committee shall be given to its
members and no act of the Executive Committee shall be valid unless approved by the vote of a
majority, or by the unanimous written consent, of its members.
Section 5.
Finance Committee. The Finance Committee shall be an Advisory
Committee and shall operate in accordance with a charter adopted by the Board of Directors as in
effect from time to time. It shall consist of not fewer than four members, all of whom shall be or
shall be capable of becoming familiar with basic financial statements and accounting principles,
and all of whom shall be deemed by the Board of Directors to be free of any relationship that
would interfere with independent judgment. The members of the Committee shall include the
President and Chief Executive Officer of the Corporation, the Chief Financial Officer of the
Corporation, the Chief Financial Officer of the Corporate Member, and at least one other person
who is not an officer of the Corporation. The Committee shall have general surveillance over the
finances of the Corporation, shall approve the annual budget of and any financial statements
prepared by the Corporation, and shall make regular reports and recommendations to the Board
of Directors. If there is no separate Audit Committee, the Finance Committee shall be
responsible for performing the functions of the Audit Committee as set forth in these Bylaws.
For the avoidance of doubt, the Board retains the ultimate authority to approve the annual budget
and any financial statements prepared by the Corporation.
Section 6.
Audit Committee. The Audit Committee shall be an Advisory Committee
and shall operate in accordance with a charter adopted by the Board of Directors as in effect
from time to time. It shall consist of not fewer than three members, all of whom shall be or shall
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be capable of becoming familiar with basic financial statements and accounting principles, and
all of whom shall be deemed by the Board of Directors to be free of any relationship that would
interfere with independent judgment. None of the members may be employees of the
Corporation. Members of the Audit Committee shall not receive any compensation from the
Corporation in excess of the compensation, if any, received by Directors for service on the Board
and shall not have a material financial interest in any entity doing business with the Corporation.
The Committee shall meet quarterly and shall meet at least annually with the outside auditor or
auditors of the Corporation. The Committee shall have general surveillance over the auditing of
the financial records of the Corporation, shall approve the financial statements prepared by the
Corporation, and shall make regular reports and recommendations to the Board of Directors, all
subject to the authority of the audit committee of Verity or any Health System-wide audit
committee that may be established by Verity from time-to-time. At the sole discretion of the
Corporate Member, the Audit Committee of this Corporation may be dissolved and all of its
responsibilities shall be assumed by the Corporate Member’s audit committee.
Section 7.
Quality and Patient Safety Committee. The Quality and Patient Safety
Committee shall be an Advisory Committee and shall operate in accordance with a charter
adopted by the Board of Directors as in effect from time to time. The Quality and Patient Safety
Committee shall consist of not fewer than three members, all of whom shall be or shall be
capable of becoming familiar with basic issues and requirements affecting the quality
performance of acute-care hospitals. The Committee’s composition shall be as follows: (1) at
least one member of the Committee shall be a Director in good standing of this Corporation; (2)
at least one shall be the Chief of Staff or other senior physician practicing in a facility affiliated
with the Corporation, appointed by the Board of Directors; (3) the President and Chief Executive
Officer of the Corporation shall be a voting ex officio member; and (4) the Vice President of
Quality of the Corporate Member shall be each a voting ex officio member. The Quality and
Patient Safety Committee shall meet a minimum of six times a year, shall present regular reports
to the Board of Directors and shall oversee the establishment and implementation of an ongoing
quality assurance program in accordance with its charter, including, for example and without
limitation: review of reports from the administration and the medical staff of the Corporation
addressing quality performance, assessment of the impact of the Committee's oversight on
quality performance, review of information regarding patient experience, evaluation of the
adequacy of resources allocated to quality improvement, and monitoring of participation in
national quality improvement efforts.
Section 8.
Term of Office. The Chairperson and each member of a standing
committee shall serve until the next election of Directors and until his or her successor is
appointed or until such committee is sooner terminated or until he or she is removed, resigns or
otherwise ceases to qualify as a member of the committee. The Chairperson and each member of
a special committee shall serve for the life of the committee unless they are sooner removed,
resign or cease to qualify as members of such committee.
Section 9.
Vacancies. Vacancies on any committee may be filled for the unexpired
portion of the term in the same manner as provided in the case of original appointments.
Section 10.
Quorum. At all committee meetings, a majority of committee members
then serving, but not less than two (2), whichever is greater, shall be necessary and sufficient to
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constitute a quorum for the transaction of business, except that a majority of committee members
present, whether or not a quorum, may adjourn any committee meeting to another time and
place. The act of a majority of the committee members present at a meeting at which there is a
quorum shall be the act of the committee. Notwithstanding previous provisions of this Section,
the committee members present at a meeting at which a quorum is initially present may continue
to transact business, notwithstanding the withdrawal of committee members, so long as any
action taken is approved by at least a majority of the required quorum for such meeting.
ARTICLE X
MEDICAL STAFF
Section 1.

Organization, Appointments and Hearings.

(a)
The Corporation shall maintain an organized medical staff that is
accountable to the Board of Directors. The Board of Directors shall have the ultimate authority
and responsibility for the oversight and delivery of health care rendered by all licensed
independent practitioners and other practitioners granted practice privileges at health facilities
licensed in the name of this Corporation. The Board of Directors shall organize the physicians,
dentists, podiatrists and such other categories as may be permitted by law and granted practice
privileges at health facilities licensed in the name of this Corporation into one or more staffs
(“Medical Staff’) under Medical Staff bylaws approved by the Board of Directors. The Board of
Directors shall also make provision for credentialing and privileging through the medical staff
process of such categories of licensed independent practitioners and other practitioners as the
Board of Directors may authorize under Medical Staff bylaws approved by the Board of
Directors (the “Allied Health Professional Staff’). The Board of Directors shall consider
recommendations of the Medical Staff and appoint to the Medical Staff and the Allied Health
Professional Staff such practitioners as meet the qualifications for membership and privileges set
forth in the Medical Staff bylaws. Only members of the Medical Staff may admit patients. Each
member of the Medical Staff and the Allied Health Professional Staff shall have appropriate
authority and responsibility for the care of his or her patients, subject to the limits of his or her
licensure and privileges, as delineated by the Board of Directors, and subject to such limits as are
contained in these Bylaws and in the Bylaws, Rules and Regulations of the Medical Staff.
(b)
All applications for appointment to the Medical Staff and the Allied
Health Professional Staff shall be in writing and addressed to the Medical Staff secretary. They
shall contain full information concerning the applicant’s education, licensure, practice, previous
hospital experience and any history with regard to licensure and hospital privileges.
(c)
All appointments to the Medical Staff and the Allied Health Professional
Staff shall be for a maximum period of two (2) years, renewable by the Board of Directors upon
re-application. When an appointment is denied or not renewed, or when privileges have been or
are proposed to be denied, reduced, suspended or terminated, the affected practitioner shall be
afforded a fair hearing and review conducted in accordance with the hearing and appeal
provisions of the Medical Staff bylaws.

15
55491017_3

(d)
Liaison among the Board, Administration, the Medical Staff and the
Allied Health Professional Staff shall be accomplished as determined by the Board of Directors
from time to time.
Section 2.

Medical Care and Evaluation.

(a)
The Medical Staff shall be responsible to the Board of Directors for
providing appropriate professional care to patients and for overseeing the quality of care,
treatment and services delivered by the Medical Staff and the Allied Health Professional Staff,
evaluating the competency of practitioners, delineating the privileges of members of the Medical
Staff and the Allied Health Professional Staff, and providing leadership in performance
improvement activities of the Corporation.
(b)
The Board of Directors, in the exercise of its responsibility to establish,
maintain and support an ongoing performance improvement program, shall delegate to the
Medical Staff initial authority for assuring appropriate professional care by members of the
Medical Staff to patients. The Medical Staff shall discharge this responsibility through a
continuing review, analysis, and appraisal of the quality of care provided by members of the
Medical Staff and the Allied Health Professional Staff and an appropriate response to findings.
Such performance improvement activities shall be regularly reported, together with their results
and recommended responses, to the Board of Directors.
(c)
The Medical Staff and the Allied Health Professional Staff shall maintain
adequate and accurate medical records for all patients.
concerning:

(d)

Section 3.

The Medical Staff shall make recommendations to the Board of Directors
(i)

Appointments, re-appointments and alterations to Medical Staff
and Allied Health Professional Staff status;

(ii)

Granting, revocation and alteration of privileges;

(iii)

Corrective and disciplinary actions;

(iv)

All matters relating to professional competency; and

(v)

Such specific matters as may be referred to it by the Board of
Directors.

Medical Staff Bylaws.

(a)
There shall be Bylaws, Rules and Regulations for the Medical Staff setting
forth its organization and government. Proposed Medical Staff bylaws, rules and regulations
shall be recommended and approved by the Medical Staff and shall become effective only upon
their approval by the Board of Directors, which approval shall not be unreasonably withheld.
(b)

The Medical Staff Bylaws shall include procedures for:
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(i)

written, well-defined criteria for appointment, precluding the
possibility of discrimination according to color, national origin,
race, creed, sex or age;

(ii)

appointment, reappointment, delineation of privileges, curtailment
and revocation of privileges;

(iii)

an appeals mechanism for review of decisions to deny, curtail or
revoke privileges;

(iv)

a performance improvement program by which patient care is
regularly evaluated and verification of this evaluation and of
responsive actions taken is provided to the Board of Directors;

(v)

attestation by signature of each practitioner that he or she will
abide by the Medical Staff Bylaws, Rules and Regulations and the
policies of the Corporation and Health System;

(vi)

communication between the Board of Directors and the Medical
Staff through the Executive Committee of the Medical Staff;

(vii)

requiring that only a licensed practitioner with clinical privileges
shall be directly responsible for a patient’s diagnosis and treatment
within the area of such practitioner’s privileges; each patient’s
general medical condition shall be the responsibility of a physician
member of the Medical Staff; each patient admitted shall receive a
baseline history and physical examination by a physician or other
licensee who has the requisite privileges; a physician member of
the Medical Staff shall be responsible for the care of any medical
problems that may be present at the time of admission or that may
arise during hospitalization;

(viii)

the selection and appointment of officers of the Medical Staff and
of Medical Staff department chairpersons, all of whom shall be
subject to approval of the Board of Directors;

(ix)

restricting membership in the Medical Staff to physicians, dentists,
podiatrists and, when authorized, clinical psychologists, and
membership in the Allied Health Professional Staff to licensed
independent practitioners in categories approved for privileges
who are competent in their respective fields, worthy in character
and in professional ethics; and

(x)

maintaining self-government by the Medical, Staff with respect to
the professional work performed at the Corporation and periodic
meetings of the Medical Staff to review and analyze clinical
experience at regular intervals, with patient medical records as the
basis for such review and analysis.
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(c)

The Medical Staff Bylaws shall provide that:
(i)

there shall be no discrimination with respect to Medical Staff
privileges or the provision of professional services against a
licensed physician on the basis of whether that physician holds an
M.D. or a D.O. degree; and

(ii)

whenever staffing requirements for a service mandate that the
physician responsible for the service be certified or eligible for
certification by an appropriate American Medical board, such
position may be filled by an osteopathic physician who is certified
or eligible for certification by the equivalent appropriate American
osteopathic board.

Section 4.
Medico-Administrative Personnel.
Except as specified in written
requirements for such positions, physicians and specified professional personnel engaged by this
Corporation either full time or part time as employees or independent contractors in any medicoadministrative positions, shall not be required to maintain membership on the Medical Staff
Members of the Medical Staff in medico-administrative positions may be terminated from their
contractual relationship with this Corporation according to corporate policy or according to the
terms of their contracts.
ARTICLE XI
GENERAL PROVISIONS
Section 1.
Voting Interests. Subject to the limitations of Article VI, Section 2 of
these Bylaws (Reserved Powers of the Corporate Member), the Corporation may vote any and all
shares or other voting securities held by it in any other corporation or other entity and may
exercise any and all membership rights held by it in any other corporation. Such action shall be
undertaken or evidenced on behalf of this Corporation by such officer, agent or proxy as the
Board of Directors may appoint or, in the absence of any such appointment, by the Chairperson
of the Board or by an officer who is also a Director and, in such case, such person may likewise
appoint a proxy to vote such securities.
Section 2.
Checks, Drafts, Etc. All checks, drafts or other orders for payment of
money, notes or other evidences of indebtedness issued in the name of or payable to this
Corporation and any and all securities owned or held by this Corporation requiring signature for
transfer shall be signed or endorsed by such person or persons and in such manner as from time
to time shall be determined by the Board of Directors.
Section 3.
Execution of Contracts. Except as otherwise provided in these Bylaws,
and subject to the System Authority Matrix, the Board of Directors may authorize any officer or
officers, agent or agents to enter into any contract or execute any instrument in the name of and
on behalf of this Corporation and such authority may be general or confined to specific instances.
Unless so authorized by the Board of Directors, no officer, agent or employee shall have any
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power or authority to bind this Corporation by any contract or engagement or to pledge its credit
or to render it liable for any purpose or in any amount.
Section 4.
Inspection of Corporate Records. The accounting books and records of
this Corporation, the minutes of proceedings of this Corporation’s Board of Directors and
Committees, and the minutes of proceedings of the Corporate Member acting in its capacity as
member of this Corporation shall be open to inspection upon the written request by the Corporate
Member or any Director at any reasonable time and for any purpose reasonably related to the
interests of the Corporate Member, or the Director, as applicable. Such inspection may be made
in person or by an agent or attorney.
Section 5.
Annual Report. The Board of Directors shall cause an annual report to be
sent to each Director of this Corporation and to the Corporate Member, no later than one hundred
twenty (120) days after the close of this Corporation’s fiscal or calendar year. Such annual report
shall be prepared in conformity with requirements of the California Nonprofit Corporation Law.
Section 6.
Fiscal Year. The fiscal year of this Corporation shall begin on the first day
of July each year and end on June 30th of the following year.
Section 7.
Review of Bylaws. At least once every two (2) years, the Board of
Directors shall review, or delegate to an appropriate committee the review of, these Bylaws and
recommend revisions to the Corporate Member as necessary to assure their compliance with all
relevant requirements for licensure and accreditation of the health care facilities of the
Corporation by state agencies and The Joint Commission, respectively.
Section 8.
Financial Statements Must Be Made Available. If the Corporation
prepares an audited financial statement, such audited financial statement shall be made available
for inspection by the California Attorney General and by all members of the public no later than
nine months after the close of the relevant fiscal year in the same manner as the Corporation’s
Internal Revenue Service Form 990. Each annual financial statement shall be made available to
the public for three years.
Section 9.
Executive Compensation Review and Approval. The Board, or any
authorized Committee of the Board, shall review and approve the compensation, including
benefits, of the President and CEO and the CFO to ensure that each such officer’s compensation
is just and reasonable. Such review and approval shall occur when the officer is initially hired,
whenever the officer’s term of employment is renewed or extended, and when the officer’s
compensation is modified, unless such modification applies to substantially all employees.
ARTICLE XII
INDEMNIFICATION AND INSURANCE
Section 1.
Indemnification. To the full extent permitted by law and in the manner
provided by law, this Corporation may, and if the law requires it shall, indemnify against liability
and hold harmless any person who was or is a party to or is threatened to be a party to or is
otherwise involved in any threatened, pending or completed action, suit or proceeding, whether
civil, criminal, administrative or investigative, by reason of the fact that such person is or was a

19
55491017_3

Director, officer, employee or other agent of this Corporation when serving in an official
capacity on behalf of this Corporation, or is or was serving at the request of this Corporation as a
member, director, officer, employee or other agent of another corporation, domestic or foreign,
nonprofit or for-profit, partnership, joint venture, trust or other enterprise. The foregoing rights
of indemnification shall not be deemed to be exclusive of any other rights to which such person
may be entitled under applicable law, and shall continue as to a person who has ceased to be a
Director, officer, employee, or other agent of this Corporation and shall inure to the benefit of
the estate, executors, administrators, heirs, legatees or devisees of any such person to the extent
such action, suit or proceeding survives the death of such person.
Section 2.
Payment of Expenses. This Corporation may pay expenses, including
attorney’s fees, incurred in defending any action, suit or proceeding referred to in this Article in
advance of the final disposition of such action, suit or proceeding as authorized by the Board of
Directors in the specific case and as permitted by law.
Section 3.
Insurance. This Corporation may purchase and maintain insurance on
behalf of any person who is or was a Director, officer, employee or other agent of this
Corporation when serving in an official capacity on behalf of this Corporation, or is or was
serving at the request of this Corporation as a member, director, officer, employee or other agent
of another corporation, domestic or foreign, nonprofit or for-profit, partnership, joint venture,
trust or other enterprise, against any claim or liability asserted against such person and incurred
in any such capacity, or arising out of such person’s status as such, whether or not this
Corporation would be required or would have the power to indemnify such person against such
liability under this Article or otherwise.
ARTICLE XIII
MAINTAINING A UNIFIED HEALTH SYSTEM
Section 1.
Generally. In order to ensure the relationships between organizations in
the Health System that are necessary to maintain a unified system, this Corporation, in
accordance with policies established by the Corporate Member, shall require that the governing
document or documents of any entity of which this Corporation is the sole member or controlling
organization contain the following:
(a)
Provisions that reserve to this Corporation the powers over such entity as
may be required by applicable Health System policies;
(b)
Provisions that reserve to such entity powers over organizations it
controls, as may be required by applicable Health System policies; and
(c)
Provisions that require such entity to require that the governing document
or documents of organizations it controls contain a provision that reserves to this Corporation, to
the Corporate Member of this Corporation or to such entity, as the case may be, the powers set
forth in these Bylaws, the governing document or documents of such entity or applicable Health
System policies. The term “governing document or documents” is used in this Article as a
generic term to describe the organizational documents by which an entity is legally formed in a
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particular state and includes, but is not limited to, articles of incorporation, bylaws, governing
resolutions, articles of partnership, joint venture agreements, operating agreements and any other
document that creates or governs the organization or entity.
Section 2.
Exercise of Reserved Powers. All action by this Corporation as the sole
member or controlling person of an Affiliate shall be taken by this Corporation’s Board of
Directors.
ARTICLE XIV
GENDER AND NUMBER
Words used herein regardless of the number and gender specifically used, shall be
deemed and construed to include any other number, singular or plural, and any other gender,
masculine, feminine or neuter, as the context requires.
ARTICLE XV
AMENDMENTS
These Bylaws or any part thereof may be amended or repealed or new Bylaws may be
adopted by the affirmative vote of the Corporate Member.
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#14

Title 11, California Code of Regulations, § 999.5(d)(4)(B)

Applicant’s plan for use of the net proceeds after the close of the proposed transaction
together with a statement explaining how the proposed plan is as consistent as possible with
existing charitable purposes and complies with all applicable charitable trusts that govern
use of Applicant’s assets
The net proceeds from the sale of Seton Medical Center’s assets will be used in accordance with
orders entered by the Bankruptcy Court to pay administrative costs related to the Bankruptcy Cases
and creditors in the priority scheme set forth in the Bankruptcy Code (i.e., secured creditors,
priority unsecured creditors, and general unsecured creditors). VHS and its affiliated entities will
seek confirmation of a plan of liquidation, pursuant to Section 1129 of the Bankruptcy Code, (the
“Plan”). The Plan will become “effective” after the closing of the sale. As part of the Plan, Seton
will be dissolved.

4827-4558-8919v.7 0115205-000006

Title 11, California Code of Regulations, § 999.5(d)(5)
IMPACTS ON HEALTHCARE SERVICES

4827-4558-8919v.7 0115205-000006

#15

Title 11, California Code of Regulations, § 999.5(d)(5)(A)

A copy of the two most recent “community needs assessments” prepared by applicant for
health facilities that are the subject of the agreement or transaction
1. Attached to this Section 999.5(d)(5)(A) as Exhibit 1 are Seton’s Community Needs
Assessments for 2016 and 2019.

4827-4558-8919v.7 0115205-000006

Title 11, California Code of Regulations,§ 999.5(d)(5)(A)
Exhibit 1

2016 COMMUNITY HEALTH NEEDS ASSESSMENT (CHNA)

ACKNOWLEDGMENTS

Acknowledgments
Seton Medical Center would like to acknowledge the contributions of many individuals and
organizations to this community health assessment:
Healthy Community Collaborative (HCC) of San Mateo County



County of San Mateo Human Services Agency, Selina Toy Lee, Director of Collaborative Community
Outcomes



Hospital Consortium of San Mateo County, Francine Serafin-Dickson, Executive Director



Kaiser Permanente, San Mateo Area, Stephan Wahl, Community Health and Benefit Manager



Lucile Packard Children’s Hospital Stanford, Joey Vaughan, Manager of Community Benefits



Peninsula Health Care District, Ashley McDevitt, Community Outreach Coordinator



San Mateo County Health System
- Sara T. (ST) Mayer, Director of Health Policy and Planning

-

Scott Morrow, MD, MPH, San Mateo County Health Officer (HCC Co-Chair)



Sequoia Hospital (Dignity Health System), Marie Violet, Director, Health and Wellness Services
(HCC Co-Chair)



Stanford Health Care, Sharon Keating-Beauregard, Executive Director of Community Partnerships



Sutter Health Peninsula Coastal Region, Janet Lederer, Vice President, Education Division

SETON MEDICAL CENTER | I

2016 COMMUNITY HEALTH NEEDS ASSESSMENT (CHNA)

TABLE OF CONTENTS

Table of Contents
Acknowledgments............................................................................................................................. i
1.

Executive Summary .................................................................................................................. 1
Introduction & Goals ............................................................................................................................. 1
Background ........................................................................................................................................... 1
Methods ................................................................................................................................................ 2
Prioritized Health Needs ....................................................................................................................... 3
About the Consultants........................................................................................................................... 5
Accessing the Complete CHNA Report .................................................................................................. 5

2.

Community Description ............................................................................................................ 6
About Our Hospital................................................................................................................................ 6
About Our Hospital’s Community Benefits Program: 2013-2016 Priorities, Strategies and Results .... 6
Community Served .............................................................................................................................. 16

3.

Process & Methods of the 2016 CHNA ................................................................................... 21
Primary Qualitative Data (Community Input) ...................................................................................... 21
Secondary Quantitative Data Collection.............................................................................................. 25
Information Gaps & Limitations .......................................................................................................... 25

4.

Identification & Prioritization of 2016 Community Health Needs ........................................... 26
Overview of the Prioritization Process ................................................................................................ 26
Identification of 2016 Community Health Needs ................................................................................ 27
Synthesis of Top Community Health Needs ........................................................................................ 27
Summarized Descriptions of Top 16 Community Health Needs in 2016 ............................................. 28
Public Health Input about Community Health Priorities ..................................................................... 34
Hospital Prioritization of Top 16 Community Health Needs ................................................................ 34

5.

Conclusion .............................................................................................................................. 36

6.

Appendices ............................................................................................................................. 37

SETON MEDICAL CENTER | II

2016 COMMUNITY HEALTH NEEDS ASSESSMENT (CHNA)
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1. Executive Summary
Introduction & Goals
Seton Medical Center (Seton) is pleased to deliver the 2016 Community Health Needs Assessment
(CHNA). Seton conducted this CHNA in 2015-2016 to meet the new federal requirements of the Patient
Protection and Affordable Care Act (ACA), and to inform Seton’s investments into the health of its service
area in the northern and coastal regions of North San Mateo County (SMC). This CHNA was approved by
Seton Medical Center’s Board of Directors on June 14, 2016, and in accordance with federal
requirements, this report is widely available to the public on Seton’s website at www.seton.verity.org.
We conducted this CHNA in partnership with the Healthy Community Collaborative of San Mateo County
(HCC), which consists of representatives from nonprofit hospitals, the County Health Department and
Human Services, public agencies, and community-based organizations. The HCC was formed to identify
and address the shared health needs of the community.
The goals of the 2016 CHNA are to provide insight into the health of the community, prioritize local health
needs, and identify areas for improvement. With these data, Seton will develop strategies to tackle
critical health needs and improve the health and well-being of community members. The assessment
findings can also serve as guidelines for policy and advocacy efforts, and to ensure Seton’s alignment with
countywide priority health initiatives.
The 2016 CHNA report uses the findings of other recent CHNAs, and documents how the current CHNA
was conducted and describes the related findings.

Background
In addition to helping surface priorities around community health, Seton will use the 2016 CHNA to fulfill
key state and federal mandates, as described below.
California Legislative Senate Bill 697, enacted in 1994, stipulates that private nonprofit hospitals must
submit an annual report to the Office of Statewide Health Planning and Development (OSHPD) that shall
include, but shall not be limited to, a description of the activities that the hospital has undertaken to
address identified community needs within its mission and financial capacity. Additionally, hospitals shall
describe the process by which they involved the community (community groups and local government
officials) in helping to identify and prioritize the community needs to be addressed. This community
needs assessment shall be updated at least once every three years.
The CHNA also helps fulfill Seton’s requirement for the Internal Revenue Service (IRS). The ACA, enacted
by Congress on March 23, 2010, stipulates that nonprofit hospitals complete a CHNA every three years.
The CHNA must include input from the community and experts in public health and local health
departments. Community input must include representatives of high-need populations, including
minority groups, low-income individuals, and medically underserved populations. Hospitals must make
the CHNA report widely available to the public and “must adopt the implementation strategy on or before
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the 15th day of the fifth month after the end of the taxable year in which the hospital facility completes
the final step for the CHNA”1

Methods
To gather information for its local planning needs and meet
state and federal mandates, Seton took the following
approach to complete the 2016 CHNA.
For the purposes of this assessment, Seton did not limit the
definition of “community health” to traditional measures of
health. In addition to the indicators about physical health
of the county’s residents, we included indicators related to
the broader social and environmental determinants of
health, such as access to healthcare, technology, affordable
housing, childcare, education, and employment. This
definition reflects Seton’s view that many factors impact
community health. We cannot adequately understand or
address community health without wider consideration of
those factors.
To assess community health trends, Seton partnered with
Applied Survey Research (ASR) to obtain secondary data
from a variety of sources (see Appendix 3: Secondary Data
Sources for a complete list). ASR obtained primary data
through direct community input: (a) key informant
interviews with local health experts, (b) focus groups with
community leaders and representatives, and (c) resident
focus groups. These discussions sought to answer two
primary questions:

TERMINOLOGY
Health condition: A disease, impairment,
or other state of physical or mental ill
health that contributes to a poor health
outcome.
Health risk: A behavioral, environmental,
social, economic, or clinical care factor
that impacts health.
Health need: A poor health outcome and
its associated risk(s), or a risk that may
lead to a poor health outcome.
Health outcome: A snapshot of a disease/
health event in a community that can be
described in terms of both morbidity
(illness or quality of life) and mortality
(death).
Health indicator: A characteristic of an
individual, population, or environment
that is subject to measurement (directly or
indirectly) and can be used to describe
one or more aspects of the health of an
individual or population.



What are the top or “priority” health needs in the community that are not being well-met now
(compared to 2013)?



What are the issues around access to healthcare and how has the ACA impacted access to
healthcare for the community?

To gauge the relative priority of various health needs, ASR asked focus group members to generate a list
of pressing health needs and then vote on those they felt were top priority, while interviewers asked key
informants to list their community’s priority needs. ASR then tabulated how many focus groups
prioritized each health need and how many key informants described each health need as a priority.
In the fall of 2015, ASR synthesized primary qualitative research and secondary and longitudinal data to
create a list of health needs for Seton, and then filtered them against a set of criteria to reveal those that

1

Affordable Care Act, 2010.
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could be considered top health needs. To qualify as a top health need, each had to meet the following
criteria:
1. Meeting the definition of a “health need,” which is a poor health outcome and its associated
risk(s), or a risk that may lead to a poor health outcome,
2. Missing a state or national (Healthy People 2020) benchmark, and
3. Being supported by more than one source of data.

Prioritized Health Needs
Once the top health needs were identified, Seton’s Community Benefit Advisory Council met in May 2016
and ranked each health need using multiple criteria, including:
1. Community’s prioritization of the need (number of times ranked as top need by community
respondents)
2. Expert’s prioritization of the need (urgency of need in the eyes of Community Benefit Advisory
Members)
3. Seton Medical Center’s capacity to impact the need
These 16 needs are listed below in rank-order of priority:
1. Healthcare access & delivery. Latino residents and residents of “some other race” in the North
County/Coastal service area are more likely to be uninsured than state residents. The proportion
of county residents who report visiting a doctor for a routine checkup has been trending
downward. Providers reported that more individuals are enrolled in health insurance, although
they continue to use the ER or community clinics. Community members indicated that patients
need help navigating the healthcare system.
2. Behavioral health. The percentage of North County/Coastal service area adults who self-report
excessive consumption of alcohol is higher than the state. In SMC, the percentage of adults who
report mental and emotional problems is rising, and binge drinking among young adult males is
trending up. In addition, suicide is one of the top 10 leading causes of death in the county.
Community members expressed concern about a lack of resources, and youth focus group
participants in South San Francisco indicated that substance abuse is a more pressing issue in
their community than any other health need. The stigma associated with behavioral health
continues to exist.
3. Cancer. Rates of breast cancer incidence and prostate cancer incidence in the North
County/Coastal service area are higher than the state. In addition, the rate of colorectal cancer
incidence in the North County/Coastal service area is higher than the Healthy People 2020
(HP2020) target. Certain ethnic groups (i.e., Blacks and Whites) in the service area are most
affected by cancer and have incidence rates that fail or equal the state or HP2020 target. Cancer
is the second leading cause of death in the county.
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4. Obesity, diabetes, fitness, & nutrition. There is a higher rate of diabetes among adults in the
county compared to the HP2020 target. Blacks and low-income county residents
disproportionately report having been diagnosed with diabetes. Diabetes is the eighth leading
cause of death in the county. The rate of youth who are overweight in the North County/Coastal
service area is higher in the county compared to California. Childhood obesity disproportionately
affects Latino and Black children in the county. The percentage of county adults who exhibit
healthy behaviors has dropped over time.
5. Heart disease & stroke. Mortality rates for heart disease and stroke in the North County/Coastal
service area are higher than HP2020 targets. Diseases of the heart are the leading cause of death
in the county, and stroke is the fourth leading cause of death. Rising percentages of county adults
report high cholesterol.
6. Air quality/climate change. SMC is among the top U.S. metropolitan areas with the highest shortterm particle pollution and one of the areas most polluted by ground-level ozone. Poor air quality
can aggravate asthma and other respiratory conditions, while high levels of ground-level ozone
can damage plants and ecosystems on which human health depends. Finally, SMC will be the
California county most affected by rising sea level.2
7. Alzheimer's disease. The proportion of older adult residents is increasing in SMC, and the
mortality rate from Alzheimer’s is higher in SMC compared to California. Alzheimer’s disease is
the third leading cause of death in the county.
8. Arthritis. The adult arthritis prevalence rate in SMC is slightly higher than the state average, and
the county has an increasing proportion of older adult residents.
9. Birth outcomes. Birth outcomes data for SMC are generally good, but disparities exist based on
ethnicity. For example, Black and Asian/Pacific Islander women are more likely to have low
birthweight babies (15% and 9%) than women of other ethnicities in the county (between 5% and
8%). Black women in the county also disproportionately experience pre-term births and infant
mortality compared to county residents overall.
10. Communicable diseases. There has been a rise in the incidence rate of tuberculosis in the county
over the past decade, and it remains higher than the state average. Pneumonia and influenza
combined comprise the seventh leading cause of death in the county. Incidence rates of
chlamydia, gonorrhea, and syphilis in the county are rising. New cases of gonorrhea, syphilis, and
HIV in the county disproportionately occur among men who have sex with men (MSM).
11. Economic security. Ethnic disparities are seen in poverty and educational attainment, a major
driver of economic security. Low-income county residents have poorer access to basic needs and
have more trouble affording healthcare costs than those residents with higher incomes. Housing
is less affordable in SMC than in the rest of the Bay Area, and housing prices are again on the rise.

2

Heberger, Matthew, et al. The Impacts of Sea-Level Rise on the California Coast. Berkeley, CA: California Climate Change Center,
2009. Accessed May 17, 2016. http://pacinst.org/wp-content/uploads/sites/21/2014/04/sea-level-rise.pdf.
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12. Oral/dental health. The percentage of county adults who report having visited a dentist for a
routine checkup in the past year has decreased from 1998 to 2013, and the percentage of adults
in the county who lack dental insurance has increased. Low-income residents are
disproportionately affected.
13. Respiratory conditions. Adult asthma prevalence among adults in the North County/Coastal
service area is higher than the state and in SMC has increased substantially over time. Respiratory
conditions are the fifth leading cause of death in the county. Community members expressed
concern about asthma, naming drivers of the disease such as mold and mildew, airborne
particles, secondhand smoke, and smog from traffic.
14. Transportation & traffic. The total number of road miles per acre of land (road network density) in
the North County/Coastal service area is higher than the county and state overall. Most residents
drive to work alone rather than carpooling, taking public transit, or using another mode of
transportation. Total vehicle miles of travel in the county have been rising and correlate with
motor vehicle crashes and vehicle exhaust, a factor in poor health outcomes. A lack of
transportation disproportionately affects low-income, less-educated, Latino, and Black
respondents.
15. Unintentional injuries. The community expressed concerned about older adults who are injured
due to falls, especially because of the county’s increasing proportion of older adult residents. The
county’s rate of adult deaths due to drowning is higher than the state’s rate. Deaths from
pedestrian and motor vehicle accidents in the county show ethnic disparities.
16. Violence & abuse. Although by almost all statistical measures, violence, crime, and abuse are
trending down in the county, community perceptions have not changed over time. The rate of
child abuse among Black families in the county is much higher than the state rate. In addition,
human trafficking is an emerging issue in the county.

About the Consultants
Seton Medical Center contracted with ASR to conduct the 2016 CHNA. ASR conducted primary research,
synthesized primary and secondary data, facilitated the process of identification and prioritization of
community health needs and assets, documented the process, and prepared the CHNA report.
ASR is a local nonprofit social research firm that is well known for its expertise in community assessments.
In 2007, the firm won a national award from the Community Indicator Consortium and the Brookings
Institution for having the best community assessment project in the country. ASR accomplishes successful
assessments by using mixed research methods to help understand the needs, and by putting the research
into action through designing and facilitating strategic planning efforts with stakeholders. Visit
www.appliedsurveyresearch.org for more information.

Accessing the Complete CHNA Report
This executive summary and the full CHNA report can be found on Seton Medical Center’s website at
www.seton.verity.org.
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- Genitourinary System Diseases

RotaCare Coastside Clinic provides
unlimited visits for patients who are
uninsured, until they can get on an
insurance plan. Our patients are seen for
multiple issues at their appointments.
Seton Medical Center/Seton Coastside
provides supplies and diagnostic testing.

Seton Medical Center’s Health
Benefits Resource Center
provided information and
referral services on-site and in
the community, including
education and enrollment in
Covered California.

We have increased
collaboration with local
community based
organizations to provide a
continuum of care and
services.

HBRC built a stronger collaboration with
San Mateo County, inviting staff to speak
and participate at multiple events.
HBRC attended a total of 286 events
which included attending at Daly City
RotaCare and health fairs and partnering
with community-based organizations and
schools.

New Life Center refers patients to
community-based organizations for
assistance.

RotaCare Coastside
- 455 Patients, 640 patient encounters
- 15 volunteer physicians, nurse
practitioners and medical assistants
- 52 non clinical volunteers
- Nearly 70% identify with a primary
language other than English (primarily
Spanish or Portuguese).
- The majority of patients live on the
Coastside, but we do not turn anyone
away, from any geographical region, as
long as they are uninsured.
- The majority of patients are Hispanic.
- Majority diagnosis: Same as RotaCare
Daly City's with the addition of
Hypertension and Diabetes, UTI's and
URI's, Flu.
HBRC Services
- 274 accounts reviewed by HBRC for
Medi-Cal with a 90% approval rating
- 468 accounts reviewed for CalFresh
screenings with a 70% approval rating
HBRC conducted nearly 593 health
eligibility screenings and submitted 355
new applications to the County. In
addition, over 564 individuals were
screened for CalFresh enrollment and 39
applications were submitted.
Covered CA –
- Community outreach: 15,000
- Community education: 5,000
Seton Medical Center and Seton Coastside
outreach activities continued as a resource
for those who are uninsured and
underinsured.

Collaborated with San Mateo County
Health System and held an on-site event
to provide enrollment assistance for the
Affordable Care Act. Over 120 people
enrolled on that day.
Seton associates continued to raise
support for organizations like the
American Cancer Society’s Relay for Life
and the American Heart Association’s
Heart Walk.
We contributed again this year by
providing flu shots for Brisbane seniors on
October 19, 2013.
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Community Served
Seton Medical Center’s service area includes, but is not limited to, the cities of South San Francisco, Daly
City, Brisbane, San Bruno, Pacifica, Montara, Moss Beach, and Half Moon Bay. The following provides a
map of Seton’s service area in the northern and coastal regions of the county.

Demographic Profile
Seton serves the North County/Coastal service area in which the U.S. Census counted a population of
284,838 in 2013. Fewer than one quarter (20%) of the residents in service area are under the age of 18,
while one third (37%) are between the ages of 18 and 44. Fourteen percent are 65 years or older.
The North County/Coastal service area cities have a diverse race/ethnic profile. The two largest racial
subpopulations in the service area are White (41%) and Asian (39%). More than a quarter (26%) reported
being of Hispanic/ Latino descent.
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and older. Dark red areas indicate where the census tract is above these thresholds (worse) for both
educational attainment and poverty.
Over one third (35%) of the children in the North County/Coastal service area are eligible for Free &
Reduced-Price lunch (NCES Common Core of Data 2013-14), while nearly one in 10 children (9%) live in a
household with income below 100% of FPL (U.S. Census Bureau, American Community Survey, 20092013). Over one in 10 people (11%) in the South San Francisco service area are uninsured (U.S. Census
Bureau, American Community Survey, 2009-2013).
According to the 2013 Health & Quality of Life Survey commissioned by the HCC, the percentage of adults
living below 200% of FPL is increasing, from 13% in 2001 to 19% in 2013. The U.S. Census estimates that
20% live below 200% of FPL in San Mateo County. Poverty is more prevalent among adults who are less
educated (i.e., those with a high school diploma or less) and who are Latino, Black, younger (aged 18-39),
and who live in South County.

Healthcare Access across the County
After the enactment of the ACA in March 2010, Medi-Cal expanded in California beginning in January
2014 to low-income adults who were not previously eligible for coverage. Specifically, adults earning less
than 138% of FPL (approximately $15,856 annually for an individual) became eligible for Medi-Cal. Also in
2014, Covered California, a State Health Benefit Exchange, was created to provide a marketplace for
healthcare coverage for any Californian. In addition, Americans and legal residents with incomes between
139% and 400% of FPL can benefit from subsidized premiums on Covered California.3
Between 2013 and 2014, there was a 12% drop in the number of uninsured Californians aged 18-64 years
old, according to data cited by the California Healthcare Foundation.4 The San Mateo County Health
System reported that as of March 1, 2016 (based on 2014 census data), an estimated 62,000 county
residents had enrolled in health insurance coverage, made possible through the ACA. This includes 28,000
enrolled in a plan offered through Covered California and 34,000 enrolled in the segment of Medi-Cal that
expanded. An estimated 50,000 adults remain uninsured in SMC, approximating an uninsured rate of 7%.5
The 2013 Health & Quality of Life Survey data reported in San Mateo County’s 2013 CHNA affirmed
ongoing gaps in health coverage, in that:Error! Bookmark not defined.



The proportion of adults younger than 65 who were without health insurance coverage for more
than five years increased from 15% in 2001 to 30% in 2013. Groups that disproportionately lacked
coverage in 2013 were low-income (34%) and less-educated (23%) populations.



The proportion of adults lacking dental insurance coverage increased over time, from 27% in 1998
to 32% in 2013. Low-income individuals (62%), older adults (57%), and Latinos (40%) were
disproportionately affected.

3

Health for California Insurance Center. 2015. Accessed June 5, 2016. www.healthforcalifornia.com.
California Health Interview Survey (CHIS). Los Angeles, CA: UCLA Center for Health Policy Research, 2014. Accessed
June 6, 2016. http://healthpolicy.ucla.edu/chis.
5
San Mateo County Health Coverage Unit. 2014 data. Accessed June 6, 2016. www.smcchi.org.
4
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Access to mental health services also appears to have worsened over time, in that there was an
increase in the proportion of adults who rated their access as only “fair” or “poor” (28% in 1998 to
36% in 2013).



Through efforts of the ACA and the San Mateo County Health System Health Coverage Unit, those
without health insurance decreased approximately 23% from 2013 to 2014.
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3. Process & Methods of the 2016 CHNA
The data collection process for Seton Medical Center’s CHNA took place over a four-month period in
2015.

Mar - Jun 2015

Jul - Nov 2015

Nov 2015 - Apr 2016

Primary Qualitative Data (Community Input)
In collaboration with the HCC (of which Seton was a member), ASR sought qualitative data to gather a
nuanced, multifaceted view of the most pressing health needs across the county, including Seton’s North
County/Coastal service area.
In the North County/Coastal service area, ASR used three strategies for collecting community input:
interviews with health experts, focus groups with community leaders and stakeholders, and focus groups
with residents. To provide a voice to the community, and to meet IRS regulations, the focus groups
targeted residents who were medically underserved, in poverty, and of minority populations. The
research focused on two core questions:



What are the top or “priority” health needs in the community that are not being well-met now
(compared to 2013)?



What are the issues around access to healthcare and how has the ACA impacted access to
healthcare for the community?

See Appendix 5: List of Community Leaders & Their Credentials for the titles and expertise of key
stakeholders along with dates and modes of consultation. See Appendix 7: Focus Group & Key Informant
Interview Protocols for detailed protocols and questions.

Community Leader Input
Across the focus groups with professionals and key informant interviews, ASR consulted with 53
professional community representatives of various organizations and sectors. These representatives were
working either in the healthcare field or in a community-based organization that focuses on improving
health and quality of life conditions by serving those from IRS-identified high-need populations. The list
below provides the number of participants from each sector:



San Mateo County Health Department (1)



San Mateo County Health & Hospital System (5)
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Analysis of Qualitative Input
ASR recorded and summarized each focus group and interview. When all groups were completed, the
team used qualitative research software tools to analyze the information and tabulate all health needs
mentioned, along with health drivers discussed.
The focus group and key informant interview protocols asked participants about the top health needs in
their community that are the least well-met. Focus group members were then asked to vote on which
needs were the greatest priority, and the three needs that received the most votes from a focus group’s
participants became the top priority needs for that focus group. Meanwhile, ASR asked key informants to
list their community’s top priority needs. ASR then tabulated how many times each health need was
ranked or listed as a priority by focus group and key informants. This information is retained as the
Community Priority Score for each health need.

Secondary Quantitative Data Collection
The San Mateo County Health Department and other HCC members provided the majority of statistical
data. In addition, ASR collected the latest data from online data platforms on topics such as leading
causes of death, unintentional injuries, income, education, economic self-sufficiency, and employment.
For a complete list of secondary data sources and indicators, see Appendix 3: Secondary Data Sources and
Appendix 4: Indicator List.
As part of data analysis, ASR also provided comparisons with existing benchmarks (HP2020 and statewide
averages), and noted disparate outcomes and conditions for people in the community.

Information Gaps & Limitations
Lack of secondary data limited ASR and Seton in their ability to assess some of the identified community
health needs. Quantitative data were particularly scarce for the following issues:



Oral/dental health (particularly, rates of dental caries)



Substance abuse (particularly, use of illegal drugs and misuse of prescription medication)



Consumption of sugar-sweetened beverages



Use of e-cigarettes and “vaping” devices



Dementia



Mental health



Bullying



Suicide among LGBTQI youth



Health needs of undocumented immigrants
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Identification of 2016 Community Health Needs
As described in Section 3, the CHNA assessed community health needs by gathering quantitative data on
health trends as well as gathering input from persons representing the broad interests of the community.
These persons included local public health departments, residents who are medically underserved, lowincome individuals, minority populations, as well as professionals whose organizations serve or represent
the interests of those populations.
Focus group participants and key informants provided their perspectives about the health of the
community, as well as the social determinants or drivers of health that are of greatest concern. These
community members were frank and forthcoming about their personal experiences with health
challenges and their perceptions about the needs of their families and community. Collectively, they
identified a diverse set of health conditions and demonstrated a clear understanding of the health
behaviors and other drivers (e.g., environmental) that affect health outcomes. They spoke about
prevention, access to care, clinical practices that work and do not work, and their overall perceptions of
the community’s health.

Synthesis of Top Community Health Needs
Once all data were gathered, ASR used a spreadsheet
known as the “data culling tool” to list data on each health
issue and evaluate whether the issue qualified as a health
need. To be categorized as a community health need, all
three of the following criteria had to be met:



The issue must fit the definition of a “health need.”



The issue is suggested or confirmed by more than
one source of secondary and/or primary data.



At least two or more related indicators perform
poorly to the HP2020 benchmark or, if no HP2020
benchmark exists, to the state average. If no
secondary data are available, the need must meet a
minimum prioritization threshold of at least one
third of key informants or focus groups.

A total of 16 health conditions or drivers fit all three criteria
and were thus considered community health needs. The list
of needs is found below.

TERMINOLOGY
Health condition: A disease, impairment,
or other state of physical or mental ill
health that contributes to a poor health
outcome.
Health risk: A behavioral, environmental,
social, economic, or clinical care factor
that impacts health.
Health need: A poor health outcome and
its associated risk(s), or a risk that may
lead to a poor health outcome.
Health outcome: A snapshot of a
disease/ health event in a community
that can be described in terms of both
morbidity (illness or quality of life) and
mortality (death).
Health indicator: A characteristic of an
individual, population, or environment
that is subject to measurement (directly
or indirectly) and can be used to
describe one or more aspects of the
health of an individual or population.
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Summarized Descriptions of Top 16 Community Health Needs in 2016
Air Quality/Climate Change
SMC is among the top U.S. metropolitan areas with the highest short-term particle pollution and areas
most polluted by ground-level ozone. Poor air quality can aggravate asthma and other respiratory
conditions, while high levels of ground-level ozone can damage plants and ecosystems on which human
health depends. Additionally, carbon emissions in the county have risen slightly over time. These
emissions can affect climate change, which in turn impacts food security and water resources that are key
to human health. Given the anticipated rise in global temperatures, access to air conditioning is of
growing concern. The percentage of housing units with no air conditioning is much higher in the North
County/Coastal service area (87%) than in the state overall (34%). Although water consumption is
trending down countywide, which is especially crucial during drought years, more-affluent communities
(approximately 53%-56%) use disproportionately more water than less-affluent communities (16%-22%).
Finally, SMC will be the California county most affected by rising sea level.1 Community input included
apprehension that air pollution from increased traffic was negatively impacting health. The community
also expressed concern over access to parks in the county, noting that higher-density urban areas have
fewer green spaces.

Alzheimer’s Disease
Alzheimer’s disease is the third leading cause of death in SMC. The mortality rate from Alzheimer’s in
SMC (29.7 per 100,000) is higher than the state (28.2 per 100,000), perhaps related to the fact that the
median age of the population in SMC (39.0 years) is higher than the state (35.2 years). Alzheimer’s
disease is the fastest-growing cause of death in California, and the number of people living with the
disease is also growing rapidly. Community members described dementia and Alzheimer’s disease as key
unmet needs in the county. Local data on Alzheimer’s disease are not available.

Arthritis
Arthritis and related conditions are prevalent among older adults and also among adults aged 18 and
older. The adult arthritis prevalence rate (21%) in SMC is slightly higher than the state average (20%). In
addition, arthritis or rheumatism is more prevalent among adults aged 65 or older (38%) compared to
adults 18-64 (12%).The county’s Health Officer estimated that the proportion of older adults in the
population in the next several decades will continue to be higher than the state average, making the
county as a whole more likely to experience conditions that affect older adults such as arthritis.
Community members expressed concern about issues pertaining to older adults with mobility limitations
(including arthritis) such as accessing public transit and sidewalks/curbs being poorly maintained. Local
data on arthritis are not available.

Behavioral Health
This health need includes social-emotional health and substance abuse. According to 2012 data, selfreported excessive consumption of alcohol is higher in the North County/Coastal service area (22%) than
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the state (17%). Alcohol expenditures are also higher in the service area (14%) than the state (13%). The
level of binge drinking among young adult males in SMC rose from 24% in 1998 to 39% in 2013. Youth in
the service area expressed that substance abuse is a more pressing issue in their community than any
other health condition.
With regard to social-emotional health, between 1998 and 2013, there was a rise from 5% to 8% in the
percentage of self-reported mental and emotional problems among adults in SMC. Countywide,
depression is more common among Latinos (34%), low-income residents (41%), and those with a high
school diploma or less (33%). In addition, suicide was the tenth leading cause of death in the county.
During community input sessions, participants in SMC expressed concerns about behavioral health,
reporting a limited supply of mental healthcare providers and substance abuse treatment options, as well
as inadequate insurance coverage for behavioral health benefits among those who are insured.
Community members expressed concerns about behavioral health for populations of all ages, from teens
to adults and older adults. Community members also noted that the level of stigma associated with
behavioral health issues may make it harder for individuals to seek and obtain help, and that these
individuals are often discriminated against in their communities and in healthcare settings.

Birth Outcomes
Birth outcomes data for the North County/Coastal service area are limited, but data for SMC are generally
good. There are, however, disparities based on ethnicity. The percentage of low birthweight babies in the
North County/Coastal service area (8%) is slightly higher than the state average (7%). Blacks and
Asian/Pacific Islanders in the county are disproportionately affected, with an even higher percentage of
low birthweight babies (15% and 9%) than the county average (7%). Black county residents also have
higher proportions of pre-term births (15%) and infant mortality (17.5 per 1,000) compared to county
residents overall (9% and 2.9 per 1,000). These problems are more likely to occur when mothers do not
receive early prenatal care. While this is not an issue on the countywide level, a disproportionately
smaller percentage of Black women (83%) receive early prenatal care in comparison to other ethnic
groups in the county (between 87% and 93%).
The community shared concerns related to teen pregnancy, although the data show that the rate of teen
births in the county (4.1 per 1,000 teen females) and North County/Coastal service area (3.5 per 1,000) is
lower than that of the state (8.5 per 1,000).

Cancer
The mortality rates for most cancers in SMC are lower than the state and Healthy People 2020 (HP2020)
targets; however, the breast cancer and prostate cancer incidence rates (136.8 and 152.8 per 100,000) in
the North County/Coastal service area are higher than the state incidence rates (122.4 and 136.4 per
100,000). In addition, the colorectal cancer incidence rate in the service area (42.5 per 100,000) is higher
than the HP2020 target (38.7 per 100,000). Blacks and Whites in the North County/Coastal service area
are most affected by cancer: the incidence rates of cervical, colorectal, lung, and prostate cancers all fail
or equal a state benchmark or HP2020 target. The female breast cancer mortality rate for Latinas (23.2
per 100,000) is higher than the county (18.1 per 100,000), state (20.0 per 100,000) and HP2020 target
(20.7 per 100,000). Cancer was the county’s second leading cause of death in 2013.
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This health need is likely being impacted by health behaviors such as rates of adult smoking that surpass
the HP2020 target (12%) among various county populations, including Black county residents (17%) and
men (13%). Alcohol consumption has also been associated with a higher risk of certain cancers, and the
percentage of adults self-reporting excessive consumption of alcohol in the North County/Coastal service
area (22%) is higher than in the state (17%).

Communicable Diseases
There is a rise in the incidence rates of several communicable diseases (including sexually transmitted
infections) in SMC.
The incidence rate of tuberculosis (TB) has been climbing (from 8.7 per 100,000 in 2000-04 to 10.0 in
2006-10), and the rate remains higher than the state average (6.8). Disparities by ethnicity in TB incidence
occur among county Asian/Pacific Islanders. Pneumonia and influenza combined was the sixth leading
cause of death in the county in 2013. Older adults in the county are vaccinated against influenza (76%) in
a smaller proportion than the HP2020 targets dictates (90%). Also, the incidence rate of
campylobacteriosis (a communicable gastrointestinal illness) has been trending upward in the county in
recent years (from 161 cases in 2006 to 247 cases in 2011).
The community expressed concern about overcrowded housing, as communicable diseases spread faster
in crowded environments. Men having sex with men (MSM) comprise the main risk behavior group in the
county for new cases of gonorrhea, syphilis, and HIV. The incidence rates of gonorrhea and syphilis are all
trending upward in the county. The community expressed concern about STIs among teens and indicated
a need for LGBTQI-specific sexual education and healthcare. Youth in the North County/Coastal service
area suggested that STIs may be more prevalent among those who are subject to poor or incomplete
sexual education.

Economic Security
This health need includes income and housing. Economic security is a need in SMC because of the ethnic
disparities seen in poverty; Native Americans/Alaskan Natives are more likely to live below the FPL in the
North County/Coastal service area (23% vs. 7% of all service area residents). While education indicators
(educational attainment) are better in the county as a whole than in the state, disparities are evident;
11% of Latino students and 11% of Black students drop out compared to 7% for all students.
Community input reflected this, making the connection between low-income status and poor health
outcomes. Respondents indicated a belief that low-income county residents have less access to basic
needs such as healthy food, housing, and healthcare, as well as that many of those who are insured are
still unable to afford co-pays or prescriptions. The community respondents expressed that low-income
neighborhoods have fewer sidewalks or bike lanes (leading to more accidents) and have fewer parks and
safe places for recreation. The participants expressed concerns that economic disparities continue to
grow and that some simply cannot afford to continue to live in the county.
With regard to housing, there is less affordable housing in the county compared to the state and a
concurrent increase in the percentage of surveyed adults who share housing costs with someone other
than a spouse (15% in 1998 to 18% in 2013). The high cost of housing disproportionately impacts low-
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income individuals and non-Whites in the county. Blacks, Latinos, and military veterans are
disproportionately represented in the county homeless population. Community members expressed
concern about the lack of affordable housing and the poor condition of existing housing.

Healthcare Access & Delivery
According to 2013 data from the American Community Survey, the proportion of individuals in SMC who
are without health insurance coverage (11%) is lower than the state (17%). However, Latinos (18%) and
those of “Some Other Race” (21%) are much more likely than other ethnic groups to be uninsured. In
SMC, there are disproportionalities in healthcare access across different populations in the community.
For example, low-income residents are the most likely of any county population to have been without
health insurance coverage for more than five years (34% vs. 30% in the county overall).
According to the San Mateo County Quality of Life survey, there was an increase in the percent of adults
under age 65 that have been without health insurance coverage for more than five years (15% in 2001 to
30% in 2013). In addition, the proportion of county residents who report visiting a doctor for a routine
checkup has been trending down (81% in 2004 to 72% in 2013).
Providers expressed that more individuals are enrolled in health insurance but do not use it, and instead
continue to visit the ER or community clinics due to issues such as affordability, a dearth of primary and
specialty practitioners who accept their insurance, and long wait times to obtain an appointment.
Residents and providers both indicated that patients need help navigating the healthcare system.
Discrimination and lack of cultural competence were cited as healthcare delivery barriers that affect
minority populations in the county. Community members in the North County/Coastal service area also
raised concerns about privacy/HIPAA.

Obesity, Diabetes, Fitness, & Nutrition
There has been a rise in the percentage of adults who report having been diagnosed with diabetes, from
4% in 1998 to 10% in 2013. The overall adult rate in the county, based on self-report, is higher than the
HP2020 target (8%), with Blacks (16%) and low-income residents (18%) disproportionately reporting
having been diagnosed with diabetes. Diabetes is the eighth leading cause of death in the county. Risk
factors for diabetes include diet and fitness, and weight. Community members noted that there is an
increased need for education about chronic health conditions such as diabetes and access to appropriate
care to manage them. Of greatest concern to the community were the complications that can result from
diabetes, the magnitude of the problem (e.g., more people living with and dying from chronic conditions
such as diabetes than from acute conditions), and the relative lack of doctors and caregivers available to
treat chronic diseases such as diabetes.
With regard to fitness and nutrition, the level of fruit and vegetable consumption among residents in the
service area (50%) could be improved, as it is not much better than the state average (47%). According to
a 2013 survey of SMC adults, about half as many adults exhibited healthy behaviors in 2013 (5%) as in
2001 (9%).
The percentage of obese and overweight youth is a concern. In the North County/Coastal service area,
there is a slightly larger percentage of youth (grades 5, 7, 9) who are overweight (21%) compared to the
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state (19%). Childhood obesity disproportionately affects Latino (24% overweight) and Black children
(26% obese) in the county. Youth in the North County/Coastal service area expressed that there is a lack
of access to healthy food for vegetarians and vegans.

Heart Disease & Stroke
Mortality rates due to heart disease (156.7) and stroke (36.4) are higher in the North County/Coastal
service area than HP2020 targets (100.8 and 34.8, respectively). Heart disease is the top leading cause of
death in the county, with cerebrovascular diseases being the fourth leading. However, in the North
County/Coastal service area, heart disease prevalence (5%) is lower than the state (6%). There are rising
percentages of county adults reporting high cholesterol (18% in 1998 vs. 27% in 2013). Black county
residents have higher mortality rates for heart disease (191.2 vs. 129.7 for all county residents) and
cerebrovascular disease (56.4 vs. 35.9 for all county residents).
Being overweight (or obese) is a cardiovascular risk factor. The health need is likely being impacted by
health behaviors such as rates of county adult smoking among Blacks (17%) and low-income individuals
(13% compared to 10% county overall) that do not meet the HP2020 target (12%). The community
expressed concern about hypertension, smoking, the lack of nutrition education, and the availability of
fast food in comparison to healthy/fresh food.

Oral/Dental Health
There has been a decrease in the percentage of surveyed adults who visited a dentist for a routine
checkup in the past year (81% in 1998 to only 77% in 2013) and an increase in the percentage of surveyed
adults who lack dental insurance (27% in 1998 to 32% in 2013). Low-income county residents more often
lack dental insurance, are less likely to get a routine dental checkup, and (if parents of a minor child) are
less likely to bring their child for a routine dental checkup. The health need is likely impacted by the cost
of dental care in the county. Community feedback indicated that there are few dental providers in the
county who take Denti-Cal insurance. Community members stated that even when dental insurance is
available, it often does not cover anything but the basics (i.e., extractions). Thus, preventive dental care is
lacking for many residents.

Respiratory Conditions
Asthma prevalence among adults (16%) in the North County/Coastal service area is higher than the state
figure (14%). From 1998 to 2013, there also was a substantial increase in the proportion of surveyed
adults who reported being diagnosed with asthma (9% in 1998, 18% in 2013) in SMC. A greater
proportion of children were reported to have asthma in 2013 (14%) compared to 2001 (11%). Disparities
exist among Blacks, younger adults, low-income residents, and those in the northern part of the county.
Asthma can be aggravated by poor air quality. In fact, the San Francisco/ Oakland/ San Jose region is
ranked 16 for high ozone days out of 228 metropolitan areas, ranked 8 for 24-hour particle pollution out
of 186 metropolitan area, and ranked 6 for annual particle pollution out of 171 metropolitan areas.
Respiratory conditions are the fifth leading cause of death in the county. With respect to respiratory
conditions, the community mainly expressed concern about asthma, naming drivers of the disease such
as mold and mildew, airborne particles, secondhand smoke, and smog from traffic.
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Transportation & Traffic
Road network density in the North County/Coastal service area (12.8 number of miles per acre of land) is
higher than the county (3.7) and state overall (2.0). In the service area, the percentage of the population
living within one-half mile of a General Transit Feed Specification (GTFS) or fixed-guideway transit stop is
worse than in the state overall (11% vs. 16%). As an indicator of traffic volume, the total vehicle miles
traveled in SMC has been rising and is correlated with motor vehicle crashes and vehicle exhaust, a factor
in poor health outcomes. Latinos and Blacks in the county are more likely to be the victims of pedestrian
and motor vehicle crashes than those of other ethnic groups. Most county residents (71%) drive to work
alone rather than using an alternative mode of transportation. Low-income residents, Latinos, and Blacks
are more likely than other groups to cite transportation as a barrier to seeing a doctor. The coastside
communities have less access to public transit than the rest of the county. Community members
expressed concerns about the impacts of excessive traffic, including stress from commuting, poor air
quality from vehicular exhaust, and motor vehicle accidents resulting from speeding.

Unintentional injuries
Falls are becoming one of the community’s biggest concerns since the percentage of older adults is rising
across the country and is particularly high in the county compared to the state overall. The overall rate of
deaths due to unintentional injuries is higher than the HP2020 target (36.4 deaths per 100,000) for Black
(46.5) and White county residents (38.5). Deaths from other unintentional injuries also show disparities.
For example, the rate of deaths from pedestrian accidents among Latinos (1.9 per 100,000) and from
motor vehicle accidents among Blacks (7.1 per 100,000) both exceed their respective HP2020 targets (5.2
and 1.3). Also, the rate of adult drownings in the county (1.5 per 100,000 adults 24 years and older) is
higher than the state average (1.1).
Community members expressed concern about poor health outcomes (including mobility and mortality)
due to falls, which impacts the older adult population more than any other population. They also were
concerned about motor vehicle accidents that involve pedestrians or bicyclists due to lack of sidewalks or
bike lanes.

Violence & Abuse
There are ethnic disparities in the homicide mortality rates; Blacks (35.7 per 100,000) and Native
Hawaiians/Pacific Islanders (6.3) in the North County/Coastal service area have higher homicide mortality
rates than the county (3.3), state (5.2), and HP2020 target (5.5). The percentage of surveyed adults who
evaluate their neighborhood’s safety as “fair” or “poor” has not changed over time (12% in both 1998 and
2013); the community’s perception has remained constant even though almost all statistical measures of
abuse and violence, including violent crime, are trending down. In addition, the rate of child abuse among
Blacks (107 per 1,000) in the county is much higher than the state average (10). School suspensions also
correlate with juvenile delinquency; the rate of suspensions per 100 students is higher in the North
County/Coastal service area than in the state (7.0 vs. 4.0 in the state). Finally, human trafficking is an
emerging issue in the county.
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During community input sessions, participants in SMC expressed that violence and abuse are urgent
health needs. However, youth in the North County/Coastal service area said their community is safer than
large urban settings such as San Francisco or Oakland. Some expressed concern about the increased
potential for violence, child abuse, and trauma due to overcrowded living conditions. The community
identified certain county populations as particularly vulnerable, including LGBTQI individuals, elders, and
victims of sexual trafficking.

Public Health Input about Community Health Priorities
In addition to using the data culling tool to determine the list of health needs, Seton and the HCC sought
the expertise of public health experts to understand how they would prioritize the full list of health
needs. The HCC, which includes Seton and other hospital representatives and public health experts, met
to discuss the health needs and their impact on the community. During this meeting, public health
experts from the San Mateo County Health Department, including Dr. Scott Morrow, County Health
Officer, prioritized the health needs from a public health perspective, which is a broad view of health that
focuses on creating conditions within a society so that all individuals can be healthy.
The San Mateo County Health Department prioritized these seven health needs based on a wealth of data
on the causes of adverse health conditions in our community. They are:








Healthcare Access & Delivery
Behavioral Health
Obesity, Diabetes, Fitness, & Nutrition
Violence & Abuse
Economic Security
Air Quality/Climate Change

Hospital Prioritization of Top 16 Community Health Needs
Once the top health needs were identified, Seton’s Community Benefit Advisory Council met in June 2016
and ranked each health need using multiple criteria, including:



Community’s prioritization of the need (number of times ranked as top need by community
respondents)



Expert’s prioritization of the need (urgency of the need in the eyes of Community Benefit Advisory
Members)



Seton Medical Center’s capacity to impact the need

ASR then created a survey that listed each of the health needs in alphabetical order, and contained a
column for each criterion, so that each could be scored independently, using a scale of 1-3:
3: Strongly meets criteria, or is of great concern
2: Meets criteria, or is of some concern
1: Does not meet criteria, or is not of concern
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The health needs are ordered by prioritization score in the chart below. The prioritization scores for each
health need range from 1 to 3, with 1 being the lowest score possible and 3 being the highest score
possible. (The specific scores for each of the three criteria used may be viewed in Appendix 6: 2016
Health Needs Prioritization Scores: Breakdown by Criteria.)
Obesity/Diabetes (including fitness, nutrition)
Access & Delivery
Behavioral Health
Heart Disease & Stroke
Cancer

2.90
2.81
2.67
2.57
2.52

Respiratory Conditions
Economic Security (income, housing)
Oral & Dental Health
Communicable Diseases (not STIs)
Violence & Abuse
Transportation & Traffic
Alzheimer's
Air Quality/Climate Change
Unintended Injuries (Falls)
Birth Outcomes
Arthritis

Top 5
Health
Needs

2.33
2.19
2.14
2.14
2.05
2.00
1.90
1.67
1.48
1.43
1.29
0.00

1.00

2.00

3.00

4.00
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5. Conclusion
Seton Medical Center worked with the HCC to pool expertise, guidance, and resources and meet the
requirements of the federally-required CHNA. By gathering secondary data and carrying out new primary
research as a team, Seton and the members of the HCC were able to collectively understand the
community’s perception of health needs, as well as which needs missed established benchmarks or were
affirmed by multiple sources of data.
Our hospital then prioritized the health needs based on a set of defined criteria. After making this CHNA
report publicly available in 2016, Seton Medical Center will develop individual implementation plans
based on this data.
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6. Appendices
1.
2.
3.
4.
5.
6.
7.
8.
9.

IRS Checklist 2016
Glossary
Secondary Data Sources
Indicator List
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2016 Health Needs Prioritization Scores: Breakdown by Criteria
Focus Group & Key Informant Interview Protocols
Community Assets & Resources
Health Needs Profiles
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1. Executive Summary
The members of the Healthy Community Collaborative of San Mateo County (HCC) are pleased
to have produced this 2019 Community Health Needs Assessment (CHNA).
The HCC consists of representatives from nonprofit hospitals, the County Health Department
and Human Services, and other public agencies. The collaborative was created to identify and
address the shared health needs of the community. Since its formation in 1995, the HCC has
conducted nine community health needs assessments for San Mateo County. The 2019 CHNA
builds upon the earlier assessments (1995, 1998, 2001, 2004, 2008, 2011, 2013, and 2016).
The goals of the 2019 CHNA are to provide insight into the health of the community, prioritize
local health needs, and identify areas for improvement. With this information, HCC members
will individually and collectively develop strategies to tackle critical health needs as well as
improve the health and well-being of community members. The assessment findings may also
be used as a guideline for policy and advocacy efforts. In addition, the Hospital Consortium of
San Mateo County, which includes the leadership of local hospitals and health department, will
provide direction to the HCC to ensure alignment with countywide priority health initiatives.
The 2019 CHNA report documents how the current CHNA was conducted, describes the related
findings, and shares the results of strategies implemented by Seton Medical Center and Seton
Coastside to address the needs identified by the previous assessment.
COMMUNITY HEALTH NEEDS ASSESSM ENT BACKGR OUND

In addition to helping generate shared priorities around community health, HCC members also
use the 2019 CHNA to fulfill key state and federal mandates, as described below.
California Legislative Senate Bill 697, enacted in 1994, stipulates that private nonprofit hospitals
submit an annual report to the Office of Statewide Health Planning and Development that shall
include, but shall not be limited to, a description of the activities that the hospital has
undertaken to address identified community needs within its mission and financial capacity.
Additionally, hospitals shall describe the process by which they involved the community
(community groups and local government officials) in helping identify and prioritize community
needs to be addressed. This community needs assessment shall be updated at least once every
three years.1

1 California

Office of Statewide Health Planning and Development. (1998). Not-for-Profit Hospital Community Benefit Legislation
(Senate Bill 697), Report to the Legislature. Retrieved November 2019 from https://oshpd.ca.gov/wp-content/uploads/2018/
07/SB-697-Report-to-the-Legislature-Community-Benefit.pdf
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The Patient Protection and Affordable Care Act of 2010 (ACA), which was enacted on March 23,
2010, includes requirements for nonprofit hospitals that wish to maintain their tax-exempt
status. Regulations finalized December 31, 2014, also provide guidance related to section 501(r)
of the Internal Revenue Code. These regulations include a mandate for all nonprofit hospitals to
conduct a CHNA every three years. The CHNA must be conducted by the last day of a hospital’s
taxable year, and hospitals must make the CHNA report widely available to the public. The
CHNA must also include input from the community as well as experts in public health and local
health departments. Community input must include feedback from representatives of lowincome, medically underserved, and other high-need populations.2
The latest CHNA, completed in fiscal year 2019 and described in this report, was conducted
collaboratively by HCC members in compliance with current federal requirements. The 2019
CHNA will serve as the basis for implementation strategies that are required to be filed with the
IRS as part of the hospital organization’s 2019 Form 990, Schedule H, four and a half months
into the next taxable year.2
PROCESS AND M ETHODS

To gather information for its local planning needs and to meet state and federal mandates, the
HCC took the following approach to complete the 2019 CHNA.
For the purposes of this assessment, the HCC did not limit the definition of “community health”
to traditional measures of health. Instead, it included indicators about both the physical health
of the county’s residents and the broader social and environmental determinants of health, such
as access to health care, affordable housing, child care, education, employment, and technology.
This broader definition reflects the HCC’s philosophy that many factors affect community
health, and community health cannot be adequately understood or addressed without
consideration of trends outside health care.
To assess community health trends, the HCC directed its consultant, Actionable Insights (AI), to
obtain secondary data from a variety of sources. (See Attachment 2: Secondary Data Sources
for a complete list.) Primary data were obtained through direct community input: (a) key
informant interviews with local health experts, (b) focus groups with community leaders and
representatives, and (c) resident focus groups. These discussions sought to answer five primary
questions:
•

What are the most important/pressing health needs in San Mateo County?

2 U.S.

Federal Register. (2014). Department of the Treasury, Internal Revenue Service, 26 CFR Parts 1, 53, and 602. Vol. 79, No.
250, December 31, 2014. Retrieved November 2019 from https://www.govinfo.gov/content/pkg/FR-2014-12-31/pdf/201430525.pdf
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PRIORITIZED HEALTH NEEDS

Based on the previously described process, AI created a ranked list of the most pressing
community health needs in San Mateo County:
•

Mental Health and Well-Being. The community prioritized mental health, wellbeing, and substance use in almost all focus groups and key informant interviews.
Depression, poor mental health, binge drinking, deaths from drug poisoning, and the
adult substance-related emergency department visit rate have all increased in the
county. Chronic liver disease and cirrhosis was the #9 cause of death in the county,
followed by drug-induced death at #10; both were higher than suicide at #11.
Housing and Homelessness. Housing is one of the chief concerns of the community
and was prioritized by almost all focus groups and key informants. The median rent in
the county is significantly higher than the state average and has been increasing. The
proportion of county residents who have experienced housing instability recently has
risen. Affordable housing (assisted housing units) is relatively scarce in the county
compared to the state overall. The community described experiencing stress related to
the high cost of housing.
Health Care Access and Delivery. Community input suggests that health care is
often unaffordable. There are downward trends in the proportion of children who have a
usual place for medical check-ups, the proportion of employed county residents whose
jobs offer health benefits, and residents’ perceptions of the ease of access to specialty
care. Low socioeconomic status residents are more likely than higher-status groups to
have health care access issues.
Healthy Lifestyles. The community prioritized (voted as a top health need) healthy
lifestyles. This need includes concerns about diabetes, obesity, and fitness, diet, and
nutrition. Diabetes ranks among the leading causes of death in the county. The
prevalence of diabetes and obesity are both on the rise in the county. Statistics for adult
diabetes prevalence and youth fruit/vegetable consumption are significantly worse than
state averages. Adults of low socioeconomic status fail benchmarks for obesity and
overweight.
Oral/Dental Health. The community prioritized oral health in the county. Participants
provided feedback on lack of access to high-quality dental services and/or dental
insurance. The proportion of residents who have no insurance that pays for some or all
routine dental care has been rising. Low reimbursement rates and complicated billing
procedures may have driven many providers away from accepting Denti-Cal, which
seems to have contributed to significant income disparities in oral health.
Social and Community Context. Social and community context is identified by the
Centers for Disease Control and Prevention and Healthy People 2020 as one of the social
determinants of health.3, 4 It reflects the connections of topics such as community

•

•

•

•

•

3 Centers

for Disease Control and Prevention. (2017). CDC Research on SDOH: Social and Community Context.
Disease Prevention and Health Promotion. (2018). http://www.healthypeople.gov

4 Office of

SETON MEDICAL CENTER AND SETON COASTSIDE • 2019 CHNA REPORT

9

cohesion, civic engagement, discrimination, workplace conditions, and incarceration.
Data in this CHNA mainly pertain to discrimination and its consequences, inequitable
social and health outcomes. (Ethnic disparities are called out in each health need
description.)
• Neighborhood and Built Environment. This need includes access to food and
recreation, community and family safety, community infrastructure and housing quality,
natural environment/climate, and transportation and traffic. Proportions of healthy food
stores and WIC-authorized food stores, drinking water violations, as well as statistics for
public transit access, road network density, and flood vulnerability are all significantly
worse than state averages. Fast food restaurant chains are also on the rise in the county.
Ethnic and income disparities are evident in almost all aspects of this health need.
• Arthritis. Characterized by joint inflammation, arthritis is a leading cause of disability
for adults in the United States. Arthritis is a community health need in San Mateo
County due to the rising prevalence of arthritis and rheumatism among county residents
generally, as well as the increasing existence of rheumatoid arthritis or osteoarthritis in
the county’s Medicare patients specifically. The prevalence of arthritis/rheumatism is
significantly higher in San Mateo County than the state benchmark.
• Food Insecurity. The county’s population has been experiencing food insecurity at an
increasing rate, which is already significantly higher than the benchmark. The
proportion of individuals receiving SNAP benefits, as well as the percentage receiving
free meals and/or supplies from food banks, has also been rising.
• Cancer. Cancer is the leading cause of death in the county. Overall cancer prevalence as
well as incidence rates for cancers, such as melanoma, prostate, and breast cancers, are
significantly higher in the county than the state. Certain ethnic groups in the county
experience disparities, including African ancestry and Latinx populations.5, 6
• Communicable Diseases. There are significantly higher rates of acute hepatitis B,
pertussis, and tuberculosis cases in the county compared to benchmarks.
Influenza/pneumonia was among the leading causes of death in the county.
• Respiratory Conditions. Asthma prevalence is increasing and is significantly worse
than benchmarks. Conditions correlated with higher rates of asthma (e.g.,
overweight/obesity and smoking) are significantly higher among the low socioeconomic
status population. COPD, bronchitis, and emphysema are also rising and are twice as
high as the state average. Chronic lower respiratory disease and influenza/pneumonia
were both among the leading causes of death in the county.
See the table Top 10 Causes of Death, San Mateo County on page 33. For further details
about each health need, including statistical data, see Attachment 4: Secondary Data Tables.

Next Steps: Seton Medical Center and Seton Coastside will develop an implementation plan
based on the CHNA results, which will be filed with the IRS by November 15, 2019.

5 In

keeping with the Status of African/African Ancestry Health report, published in partnership with the Black Leadership
Kitchen Cabinet of Silicon Valley, the term “African ancestry” refers to all people of African descent. The sources from which
ethnicity data are provided may use the terms “Black” and/or “African-American” in their surveys and studies.
6 The term Latinx is a gender-neutral way to refer to people who identify as Latin American or Hispanic (of any race).

SETON MEDICAL CENTER AND SETON COASTSIDE • 2019 CHNA REPORT

10

2. Introduction/Background
The members of the Healthy Community Collaborative of San Mateo County (HCC) are pleased
to have produced this 2019 Community Health Needs Assessment (CHNA).
The HCC consists of representatives from nonprofit hospitals, County Health Department and
Human Services, and public agencies. The collaborative was created to identify and address the
shared health needs of the community. Since its formation in 1995, the HCC has conducted nine
community health needs assessments in San Mateo County.
CHNA PURPOSE

The goals of the 2019 CHNA are to provide insight into the health of the community, prioritize
local health needs, and identify areas for improvement. With this information, HCC members
will individually and collectively develop strategies to tackle critical health needs as well as
improve the health and well-being of community members. The assessment findings may also
be used as a guideline for policy and advocacy efforts. In addition, the Hospital Consortium of
San Mateo County, which includes the leadership of local hospitals and health department, will
provide direction to the HCC to ensure alignment with countywide priority health initiatives.
The 2019 CHNA builds upon the findings of the 2016 CHNA (see Section 8: Evaluation
Findings from 2016–2018 Implemented Strategies) and other previous assessments. The 2019
report documents how the current CHNA was conducted and describes the related findings. As
with prior CHNAs, this assessment also highlights San Mateo County’s assets and resources.
For the purposes of this assessment, the HCC did not limit its definition of “community health”
to traditional measures of health. The HCC also considered indicators relating to the quality of
life (e.g., access to health care, affordable housing, education, employment, and food security)
and to the physical, environmental, and social factors that influence the health of San Mateo
County residents. This broader scope reflects the HCC’s philosophy that many factors affect
community health, which cannot be adequately understood without consideration of trends
outside the realm of health care.
In addition to helping generate shared priorities around community health, HCC members also
use the 2019 CHNA to fulfill key state and federal mandates.
SB 697 AND C ALIFORNI A’ S HISTORY OF ASSESSM ENTS

California Legislative Senate Bill 697, enacted in 1994, stipulates that private nonprofit hospitals
submit an annual report to the Office of Statewide Health Planning and Development that shall
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include, but shall not be limited to, a description of the activities that the hospital has
undertaken in order to address identified community needs within its mission and financial
capacity. Additionally, hospitals shall describe the process by which they involved the
community (community groups and local government officials) in helping identify and prioritize
community needs to be addressed. This community needs assessment shall be updated at least
once every three years.7
PATIENT PROTECTION AND AFFORD ABLE CARE ACT OF 2010

The 2019 CHNA will serve in meeting Internal Revenue Service (IRS) CHNA requirements
pursuant to The Patient Protection and Affordable Care Act of 2010. The Affordable Care Act,
which was enacted on March 23, 2010, includes requirements for nonprofit hospitals that wish
to maintain their tax-exempt status. Regulations finalized December 31, 2014, also provide
guidance related to section 501(r) of the Internal Revenue Code. These regulations include a
mandate for all nonprofit hospitals to conduct a CHNA every three years. The CHNA must be
conducted by the last day of a hospital’s taxable year, and hospitals must make the CHNA report
widely available to the public.8
The CHNA report must document how the assessment was conducted, including the community
served, who was involved in the assessment, the process and methods used, and the
community’s significant health needs that were identified and prioritized as a result of the
assessment. This assessment includes input from the community and experts in public health,
clinical care, and other fields. Community input must include representatives of high-need
populations, including minority groups, low-income individuals, and medically underserved
populations.2
The CHNA process, completed in fiscal year 2019 and described in this report, was conducted
collaboratively by HCC members in compliance with current federal requirements. The 2019
CHNA will serve as the basis for implementation strategies that are required to be filed with the
IRS as part of the hospital organization’s 2019 Form 990, Schedule H, four and a half months
into the next taxable year.2

7 California

Office of Statewide Health Planning and Development. (1998). Not-for-Profit Hospital Community Benefit Legislation
(Senate Bill 697), Report to the Legislature. Retrieved November 2019 from https://oshpd.ca.gov/wp-content/uploads/2018/
07/SB-697-Report-to-the-Legislature-Community-Benefit.pdf
8 U.S. Federal Register. (2014). Department of the Treasury, Internal Revenue Service, 26 CFR Parts 1, 53, and 602. Vol. 79, No.
250, December 31, 2014. Retrieved November 2019 from https://www.govinfo.gov/content/pkg/FR-2014-12-31/pdf/201430525.pdf
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SUMM ARY OF THE 2016 CHNA

In 2016, the hospital participated in a collaborative process to identify significant community
health needs and to meet the IRS and SB 697 requirements. During the CHNA process, 16 needs
were identified. Our hospital addressed the top five in its 2016–2018 implementation plan:
•
•
•
•
•

Obesity and Diabetes
Health Care Access and Delivery
Behavioral Health
Heart Disease & Stroke
Cancer

The full 2016 CHNA report is posted on the hospitals’ website.9
For the 2019 CHNA, the HCC built upon existing work by starting with a list of previously
identified health needs. Updated secondary data were collected for these health needs.
Community input added health needs to the list and prompted the HCC to delve deeper into
questions about health care access, delivery, barriers to care, and solutions. The CHNA team
also specifically sought to understand mental health needs in the community due to the strong
interest in this topic expressed by community leaders.
WRITTEN PUBLIC COMM ENTS ON THE 2016 CHNA

To offer the public a means to review and provide written feedback on the 2016 CHNA, Seton
Medical Center and Seton Coastside posted a PDF of their joint report and solicited comments.7
At the time this CHNA report was completed, neither Seton Medical Center nor Seton Coastside
had received any written comments about the 2016 CHNA. The hospitals will continue to track
submissions and ensure that all relevant comments are reviewed and addressed by appropriate
staff.

9 https://seton.verity.org/SMC/about.php
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3. About Seton Medical Center and Seton Coastside
SETON M EDICAL CENTER

Seton Medical Center has been serving the healthcare needs of northern San Mateo County and
southern San Francisco since its founding as Mary’s Help Hospital in 1893. The current hospital
was built in 1965 and stands on a 33-acre campus.
Today, Seton Medical Center continues the tradition of providing patient-centric, quality health
care to the entire community. Recognized for its stroke treatment and cardiovascular excellence,
including STEMI certification, Seton offers a comprehensive range of medical specialties on both
an inpatient and an outpatient basis, as well as emergency services. Seton recently
established a geriatic behavioral health unit to complement its acute care services. To expand
post-acute care services, a short-term skilled nursing unit opened in 2018, in addition to a subacute care unit. Seton has a long tradition and a deep commitment to providing quality care to
the patients it serves.
SETON CO ASTSIDE

The hospital was founded in 1970 as the Moss Beach Rehabilitation Hospital. Today, Seton
Coastside continues to offer skilled nursing care to 116 inpatient residents year-round while
meeting the health care needs of the surrounding coastal community. The dedicated team of
interdisciplinary health care professionals provides excellent, comprehensive health care. Seton
Coastside operates the only 24-hour standby Emergency Department on the coast from Daly
City to Santa Cruz, which is well-equipped and staffed to serve the needs of the community.
Key medical services include physical, occupational, and speech therapies, as well as radiology,
mammography, and laboratory.
COMMUNITY SERVED

HCC members relied on the Internal Revenue Service’s definition of the community served by a
hospital as “those people living within its hospital service area.” A hospital service area
comprises all residents in a defined geographic area and does not exclude low-income or
underserved populations.
Seton Medical Center and Seton Coastside serve people from all over Northern California and
beyond, but the largest community is San Mateo County, where both facilities are located.
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Pescadero, Princeton, San Francisco International Airport, San Gregorio, South Coast/Skyline,
Sequoia Tract, Skylonda, Stanford Lands, and West Menlo Park.13 (See map below.)

MAP OF SAN MATEO COUNTY

Source: San Mateo County GIS open data website, county boundaries, 2019.

Nearly 22 percent of the population in San Mateo County is under the age of 18, and 15 percent
is 65 years or older. The median age is 39.5 years. San Mateo County is also highly diverse.
Notably, those of “some other race” (i.e., one not specifically called out in data tables) are the
third largest racial group behind White and Asian, accounting for 10 percent of the population.
A total of 5 percent of the population is of two or more races. About half (54 percent) of the
population is White. One quarter (25 percent) of residents have Latinx heritage. More than one
third (37 percent) of San Mateo County residents are foreign-born.14

13 San

Mateo County Assessor-County Clerk-Recorder and Chief Elections Officer. (2015). Roster of Towns and Cities Located in
San Mateo County.
14 U.S. Census Bureau. American Community Survey, 5-Year Estimates. (2012–2016).
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4. Assessment Team
HOSPIT ALS AND OTHER P ARTNER O RG AN IZ AT IO N S

The following health systems and organizations collaborated to prepare the 2019 CHNA:
•
•
•
•
•
•
•
•
•

County of San Mateo Human Services Agency
Dignity Health Sequoia Hospital
Kaiser Permanente, San Mateo Area (Redwood City and South San Francisco Kaiser
Foundation Hospitals)
Lucile Packard Children’s Hospital Stanford
Peninsula Health Care District
San Mateo County Health
Stanford Health Care
Sutter Health (Menlo Park Surgical Hospital and Mills-Peninsula Medical Center)
Verity Health System (Seton Medical Center and Seton Coastside)

IDENTITY AND Q U ALI FICAT IO NS OF CONSULT ANTS

Actionable Insights, LLC (AI), an independent, local research firm, completed the CHNA. For
this assessment, AI assisted with CHNA planning, conducted primary research, collected
secondary data, synthesized primary and secondary data, facilitated the processes of
identification and prioritization of community health needs and assets, and documented the
processes and findings into a report.
The project managers for this assessment were Jennifer van Stelle, PhD, and Melanie Espino,
the co-founders and principals of Actionable Insights. They were assisted by Kelly Brown; Robin
Dean, MA, MPH; Alexandra Fiona Dixon; Victoria Galbraith; Rebecca Smith Hurd; Franklin
Hysten; Jenjii Hysten; Heather Imboden, MCP; Susana Morales, MA; Olivia Murillo; Kit Strong,
MPH, MSW; and Margaret Tamisiea.
Actionable Insights helps organizations discover and act on data-driven insights. The firm
specializes in research and evaluation in the areas of health, STEM (science, technology,
engineering, and math) education, youth development, and community collaboration efforts. AI
has conducted community health needs assessments for more than 25 hospitals during the
2018–19 CHNA cycle. More information about Actionable Insights is available on its website.20

20 http://actionablellc.com
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As a further framework for the assessment, the
HCC requested that AI address the following
questions in its analysis:
•

•

How do these indicators perform against
accepted benchmarks (Healthy People
2020 objectives and statewide averages)?
Are there disparate outcomes and
conditions for people in the community?

Healthy People is an endeavor of the U.S.
Department of Health and Human Services that
has provided 10-year national objectives for
improving the health of Americans based on
scientific data spanning 30 years. Healthy People
sets national objectives or targets for
improvement. The most recent set of objectives
are for the year 2020 (HP2020). Year 2030
objectives are currently under development.22
INFORM ATION G APS AND LIM IT AT IO NS

A lack of secondary data limited AI and the HCC
in their ability to fully assess additional topics
identified as community health needs. Statistical
information related to these issues was scarce:
•
•
•
•
•
•
•
•
•
•

22 U.S.

San Mateo County Health
and Quality of Life Survey
The 2018 San Mateo County Health
and Quality of Life Survey was
conducted among 1,581 adults
through a countywide random
sample, with additional oversampling
in the Coastside area, among lowincome residents, and among Black
and Pacific Islander communities to
augment samples and enhance
reliability of the data. A multimodal
approach was used to capture
responses, with 47.8 percent of
surveys being conducted via landline
telephones, 23.4 percent via cell
phones, and 28.7 percent online. The
2018 San Mateo County Health and
Quality of Life Survey addressed a
variety of issues, including health risk
behaviors, prevention services, and
quality of life indicators, using many
questions from the Center for Disease
Control and Prevention’s Behavioral
Risk Factor Surveillance System.
Many questions in this survey were
administered in the 1998, 2001, 2004,
2008, and/or 2013 community
assessments, allowing for trending
of these indicators.

Adequacy of community infrastructure
(sewerage, electrical grid, etc.)
Adult use of illegal drugs and misuse/
abuse of prescription medications (e.g., opioids)
Alzheimer’s disease and dementia diagnoses
Diabetes among children
Experiences of discrimination among vulnerable populations
Health of undocumented immigrants (who may be underrepresented in survey data)
Hepatitis C
Mental health disorders
Oral/dental health
Suicide among LGBTQ youth

Department of Health and Human Services. Healthy People 2020. http://www.healthypeople.gov
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COMMUNITY INPUT

Actionable Insights conducted primary research for this assessment. They used three strategies
for collecting community input: key informant interviews with health experts and community
service experts, focus groups with professionals and residents.
Primary research protocols were generated by AI in collaboration with the HCC, based on
facilitated discussion among the HCC members about what they wished to learn during the 2019
CHNA. The HCC sought to build upon prior CHNAs by focusing the primary research on the
community’s perception of mental health (identified as a major health need in the 2016 CHNA)
and their experience with health care access and delivery (also identified as a major health need
in 2016). Relatively little timely quantitative data exists on these subjects.
AI recorded each interview and focus group as a stand-alone piece of data. Recordings were
transcribed, then the team utilized qualitative research software tools to analyze the transcripts
for common themes. AI also tabulated how many times health needs had been prioritized by
each of the focus groups or described as a priority in a key informant interview. The HCC used
this tabulation to help assess community health priorities.
Across the key informant interviews and focus groups, AI solicited input from more than 64
community leaders and representatives of various sectors. These representatives either work in
the health field or in a community-based organization that focuses on improving health and
quality of life conditions by serving those from IRS-identified high-need target populations.23 In
the list below, the number in parentheses indicates the number of participants from each sector.
•
•
•
•
•
•

•
•
•

23 The

San Mateo County Health (3)
Other San Mateo County employees (from Behavioral Health and Recovery Services,
Human Services Agency, Office of Education, etc.) (10)
Other public employees (from cities, school districts, etc.) (5)
Other hospitals, clinics, and health care systems (6)
Mental health, substance use, and violence prevention providers (4)
Other nonprofit community-based organizations, including those serving children,
youth, seniors, parents, ethnic minorities and other vulnerable populations such as
immigrants, those experiencing homelessness, those experiencing food insecurity, and
those suffering from dementia, mental health, and substance use disorders (33)
Community groups, including collaboratives and coalitions (1)
Faith-based (1)
Business sector (1)

IRS requires that community input include the low-income, minority, and medically underserved populations.
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6. Identification and Prioritization of Community Health Needs
In the analysis of quantitative and qualitative data, many health issues surfaced. To be identified
as one of the community’s prioritized health needs, an issue had to meet certain criteria
(depicted in the diagram below).

•

•

•

A data source is either a statistical dataset, such as those found throughout the California
Cancer Registry, or a qualitative dataset, such as the material resulting from the interviews and
focus groups Actionable Insights conducted for the Healthy Community Collaborative.
A direct indicator is a statistic that explicitly measures a health need. For example, the lung
cancer incidence rate is a direct indicator of the cancer health need, while the percentage of the
population that currently smokes cigarettes is not a direct indicator of the cancer health need.
A benchmark is either the California state average or the Healthy People 2020 aspirational goal
(when available), whichever is more stringent.

See the Definitions sidebar on the next page for additional terms and definitions.

SETON MEDICAL CENTER AND SETON COASTSIDE • 2019 CHNA REPORT

27

•
•
•
•
•
•
•
•
•
•
•

Housing and Homelessness
Health Care Access and Delivery
Healthy Lifestyles
Oral/Dental Health
Social and Community Context
Neighborhood and Built Environment
Arthritis
Food Insecurity
Cancer
Communicable Diseases
Respiratory Conditions

Summary descriptions of each health need appear on the subsequent pages.
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SUMM ARIZED DESCRIPT IO NS OF 2019 PRIORITY COMM UNITY HEALTH NEE DS

MENTAL HEALTH AND WELL-BEING
Mental health and well-being, including substance use, was prioritized as a top health need for
San Mateo County in almost all focus groups and key informant interviews. Depression, poor
mental health, binge drinking, deaths from drug poisoning, and the adult substance-related
emergency department visit rate have all been increasing in the county. The proportions of
county residents who drink alcohol or have used marijuana/hashish recently are significantly
higher than benchmarks. Chronic liver disease and cirrhosis was the #9 cause of death in the
county, followed by drug-induced death at #10; both were higher than suicide at #11. (See the
table Top 10 Causes of Death, San Mateo County on page 33.)

Mental Health and Emotional Well-Being
What Is the Issue?
While there is no single definition, researchers agree that the minimum elements of well-being
include having positive emotions or moods, not feeling overwhelmed by negative emotions, and
experiencing life satisfaction, fulfillment, and “positive function.” Well-being looks beyond
happiness to include one’s ability to:26
•
•
•
•
•

View the past, present, and future in a positive perspective.
Have positive relationships with parents, siblings, life partners, and peers who can
provide support in difficult times.
Find and engage in activities that absorb us into the present moment.
Understand and feel the greater impact of personal actions and activities.
Have goals, ambitions, and achievements that provide a sense of satisfaction, a sense of
pride, and fulfillment.

Mental health—our emotional and psychological well-being, along with our ability to cope with
normal, daily life—is key to personal well-being, healthy relationships, and the ability to function
in society.27 Mental health and the maintenance of good physical health are closely related.
Depression and anxiety—common mental health disorders—can affect our ability to care
for ourselves, and chronic diseases can lead to negative impacts on an individual’s mental

26

Centers for Disease Control and Prevention. (2016). Health‐Related Quality of Life: Well‐Being Concepts.
Disease Prevention and Health Promotion. (2018). Mental Health and Mental Disorders.

27 Office of
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health.28 Mental health issues affect a large number of Americans. The Mayo Clinic estimates
that in 2015, roughly 20 percent of the adult U.S. population was coping with a mental illness.29
Why Is It a Health Need?
While neither are worse than benchmarks, depression and poor mental health have been
increasing among county residents. However, depression among Latinx and African ancestry
residents as well as Coastside residents is significantly higher than the state average. Surveyed
county residents who were low socioeconomic status experienced depression more often than
residents of higher socioeconomic status. Results from the county’s Health and Quality of Life
survey suggest that various mental health and well-being indicators are worsening, from
insufficient sleep and inadequate social/emotional support to feelings of loneliness/isolation,
fear, anxiety, and panic. Residents are seeking professional help for mental/emotional problems
at a higher rate than in the past. Survey results also indicated that residents of low
socioeconomic status are disproportionately experiencing inadequate social/emotional support.
The county’s overall suicide rate is not worse than the benchmark, but youth self-harm exceeds
the state average among youth of Native American ancestry and “Other” ethnicities.30 The
county’s Adolescent Report found that nearly one in five adolescent girls reported being
harassed or bullied online, as did over one in 10 adolescent boys. It was also found that nearly
two in five adolescent girls and almost one quarter of adolescent boys reported having suicidal
thoughts. However, San Mateo County Health indicated that the crude suicide rate in the county
was highest for middle-aged adults (aged 45–64), and nearly three quarters of the suicides in
the county between 2010 and 2015 were male.
In focus groups and interviews, residents and representatives of various vulnerable groups (e.g.,
LGBTQ, Pacific Islanders, individuals experiencing homelessness) expressed a greater need for
mental health care. Economic insecurity (including housing instability) was also discussed as a
driver of poor mental health and substance use.

“We can put on as many supports as we want, but we know—especially if you’re
looking at the literature around trauma, around depression, around anxiety, and
PTSD—[patients] need one-on-one therapy. Like, that’s huge, and paying Marriage
and Family Therapists is hard. They’re the highest salaries, and there are dwindling
funds for direct services for mental health.” —Key informant

28 Lando,

J., & Williams, S. (2006). A Logic Model for the Integration of Mental Health into Chronic Disease Prevention and
Health Promotion. Preventing Chronic Disease. 2006 Apr; 3(2): A61.
29 Centers for Disease Control and Prevention. (2018). Learn About Mental Health.
30 “Other” is a U.S. Census category for ethnicities not specifically called out in data sets.
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Substance Use
What Is the Issue?
The use of substances such as alcohol, tobacco, and other drugs (both legal and illegal) impacts
not only the individuals using them, but also their families and communities. Smoking
cigarettes, for instance, can harm nearly every organ in the body and cause a variety of diseases,
including heart disease.31 Exposure to second-hand smoke can create health problems for nonsmokers.32 Substance use can lead or contribute to other costly social, physical, mental and
public health problems, including domestic violence, child abuse, suicide, auto accidents, and
HIV/AIDS.33
In recent years, advances in research have resulted in a variety of effective evidence-based
strategies to treat various addictions. Brain-imaging technology and the development of targeted
medications have helped to shift the perspective of the research community with respect to
substance use.34 More and more, substance use is seen as a disorder that can develop into a
chronic illness requiring lifelong treatment and monitoring.34
Why Is It a Health Need?
The proportions of county residents who drink alcohol or who have recently used marijuana or
hashish are significantly higher than benchmarks. The highest proportions of current drinkers
are Coastside residents and the population earning a higher income (more than 400 percent of
federal poverty limits). Coastside residents are also overrepresented among those who used
marijuana or hashish recently, as are 18- to 39-year-olds. A significantly higher proportion of
Asian/Pacific Islander residents used marijuana/hashish recently when compared to residents
of other ethnicities.35
Although binge drinking is only slightly higher in the county than the state, it is on the rise.
Chronic liver disease/cirrhosis mortality is slightly higher than the state average as well and is
among the leading causes of death in the county. (See the table Top 10 Causes of Death, San
Mateo County on page 33.)

31 Centers

for Disease Control and Prevention. (2018). Health Effects of Cigarette Smoking.
Association. (2017). Health Effects of Secondhand Smoke.
33 World Health Organization. (2018). Management of Substance Abuse.
34 Office of Disease Prevention and Health Promotion. (2018). Substance Abuse.
35 Although medical marijuana sales were legalized in California in 1996, recreational marijuana sales were illegal before
January 1, 2018. The data on marijuana use presented in this report do not capture legal recreational use.
32 American Lung
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HOUSING AND HOMELESSNESS
What Is the Issue?
The U.S. Department of Housing and Urban Development (HUD) defines affordable housing as
that which costs no more than 30 percent of a household’s annual income.36 The expenditure of
greater sums can result in the household being unable to afford other necessities such as food,
clothing, transportation, and medical care.36 The physical condition of a home, its
neighborhood, and the cost of rent or mortgage are strongly associated with the health, wellbeing, educational achievement, and economic success of those who live inside.37 Further, a 2011
study by Children’s Health Watch found that “[c]hildren in families that have been behind on
rent within the last year are more likely to be in poor health and have an increased risk of
developmental delays than children whose families are stably housed.”38
Homelessness is correlated with poor health; poor health can lead to homelessness and
homelessness can lead to poor health.39 Individuals experiencing homelessness have been
shown to have more health care issues than non-homeless peers, suffer from preventable
illnesses at a greater rate, experience longer hospital stays, and have a greater risk of premature
death.40 A National Health Care for the Homeless study found that the average life expectancy
for a person without permanent housing was at least 25 years less than that of the average U.S.
citizen.41 Thus, it is vital that health care systems monitor their homeless population and
identify the population’s health needs.
Why Is It a Health Need?
Housing and homelessness are chief concerns of the community and was prioritized (identified
as a top health need) by almost all focus groups and key informants. The community described
stress about the high costs of housing and lack of affordable rent as another major priority; in
more than two thirds of focus groups and key informant interviews, housing was mentioned in
conjunction with mental health. Multiple populations of concern are unable to afford housing in
this area, or may be experiencing either homelessness or housing instability. Further,

36 U.S.

Department of Housing and Urban Development. (2018). Affordable Housing.
Pew Trusts/Partnership for America’s Economic Success. (2008). The Hidden Costs of the Housing Crisis. See also: The
California Endowment. (2015). Zip Code or Genetic Code: Which Is a Better Predictor of Health?
38 Children’s Health Watch. (2011). Behind Closed Doors: The Hidden Health Impacts of Being Behind on Rent.
39 National Health Care for the Homeless Council. (2011). Care for the Homeless: Comprehensive Services to Meet Complex
Needs.
40 O’Connell, J.J. (2005). Premature Mortality in Homeless Populations: A Review of the Literature. Nashville, TN:
National Health Care for the Homeless Council.
41 National Coalition for the Homeless. (2009). Health Care and Homelessness.
37
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community input described the growing call for help with basic needs among those with middle
incomes for whom services are lacking as they do not qualify for most assistance programs.

MEDIAN HOME SALE PRICE, ALL HOMES

Source: Zillow. San Mateo County Home Prices and Values, 2009–2018.

The median rent in the county is significantly higher than the state average and has been
increasing. The number of county residents who have experienced housing instability recently
(in the past two years) has been rising, as has the proportion of residents who are sharing
housing costs with a non-partner for the sake of affordability. The community reported people
moving within or exiting the area due to increased cost of living. Compared to 2013, a greater
proportion of Health and Quality of Life survey respondents in 2018 indicated they were
seriously considering leaving the county due to the cost of living. The number of assisted
housing units available is lower than the state average, suggesting that affordable housing is
relatively scarce.

“There are just a lot of stressors that people are facing these days—the
competitiveness, even with the job market, the need to make enough money to live.
Then our lower-income families, who are working two and three jobs, and who is
home tending the children? Because they’re out trying to make a living, so they can
pay for the rent, pay for the food, pay their portion of what it costs to live in a house
with three other families.” —Key informant
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HEALTH CARE ACCESS AND DELIVERY
What Is the Issue?
Access to comprehensive, quality health care is important for health and for increasing the
quality of life for everyone.42 Components of access to care include insurance coverage, adequate
numbers of primary and specialty care providers, and timeliness. Components of delivery of care
include quality, transparency, and cultural competence/cultural humility. Limited access to
health care and compromised health care delivery impact people's ability to reach their full
potential, negatively affecting quality of life. As reflected in statistical and qualitative data,
barriers to receiving quality care include lack of availability, high cost, lack of insurance coverage,
and lack of cultural competence on the part of providers. These barriers to accessing health
services lead to unmet health needs, delays in receiving appropriate care, and inability to
get preventive services.
Why Is It a Health Need?
Health care access and delivery is a health need of concern to the community. While the county
has high rates of available primary care, dental, and mental health providers overall, there is
significantly poorer access to “other” primary care providers (nurse practitioners, physician
assistants, etc.) in the county compared to the state. The proportion of employed county
residents whose jobs offer health benefits has also declined. Community input suggests that
health care is often unaffordable. Those who do not receive health insurance subsidies may lack
insurance and the funds to pay for medical care without it, despite the availability of the county’s
Affordable Care for Everyone (ACE) program. Since 2013, there has been a reduction in the
proportion of children who have a usual place for medical check-ups. Ease of access to specialty
care (e.g., dental, mental health, and substance use treatment) has been declining as well.
Latinxs, Pacific Islanders, and those of “Other”43 races have the lowest rates of health insurance.
Low socioeconomic status residents are more likely than higher-status groups to have health
care access issues, such as absence of health insurance, inability to afford medication,
inadequate transportation to medical appointments, and lack of recent health screenings (e.g.,
dental exams or colorectal cancer testing). Participants in 10 different focus groups and
interviews indicated they believe that undocumented immigrants are accessing health care
(including oral health, obstetrics, and general medical services) less often in recent years due to
the political climate, which has resulted in a fear of being identified and deported. Professionals
specifically cited a decrease in patient visits.

42 Office of
43

Disease Prevention and Health Promotion. (2015). http://www.healthypeople.gov
“Other” is a U.S. Census category for ethnicities not specifically called out in data sets.
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“We really want to empower everyone to be able to take charge of their own health as
much as possible, right? But when the hospitals, and the county even, are sending back
these letters that are long, technical, confusing, and in English, it’s like, ‘Well …’ ”
—Key informant
Community input also included concerns about the supply of primary and specialty care
providers in the county, which participants connected to both longer wait times for
appointments and lower levels of attention exhibited by providers during appointments,
possibly due to overwork. Community members voiced the need for health care providers to
spend more time simply listening and expressing empathy to patients. The community also
identified the need for training and greater diversity among health care providers to best serve
certain populations and to offer greater cultural competence/humility.
Community input additionally identified the need for better one-on-one partnerships between
health providers and patients from vulnerable populations (e.g., patients of color, LGBTQ
patients, patients experiencing homelessness, and patients with mental or physical disabilities)
to reduce stereotyping and implicit bias among providers, as well as to increase empowerment
among these patients with regard to their own health and health treatment plans. Finally,
qualitative data indicated a lack of knowledge among community members about where to go
for answers about health insurance and health care systems and a lack of understanding in
regard to the information doctors provided patients. Access and delivery was prioritized
(identified as a top health need) by 39 percent of key informants and over 20 percent of focus
groups; it was also discussed in all interviews and groups.

HEALTHY LIFESTYLES
Healthy Lifestyles is a need in San Mateo County that was prioritized (identified as a top health
need) by 25 percent of key informants and over 20 percent of focus groups. This need includes
concerns about diabetes, obesity, fitness, diet, and nutrition. Diabetes and obesity are on the rise
in the county; statistics for adult diabetes prevalence and youth fruit/vegetable consumption are
significantly worse than state averages.

Diabetes
What Is the Issue?

Diabetes refers to a category of diseases that affects how the body uses glucose (blood sugar), the
body’s primary source of fuel.44 Type 1 diabetes and Type 2 diabetes are chronic.43 Type 2
diabetes accounts for roughly 90 percent of all diagnosed cases. Type 1 and gestational diabetes

44 The

Mayo Clinic. (2018). Diabetes Overview.
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It is highest among African ancestry and low socioeconomic status residents. Pacific Islander
and African ancestry residents visited emergency rooms for diabetes at rates higher than other
ethnic groups. Diabetes management among the county’s Medicare patients is slightly worse
than the state benchmark.
Diabetes was prioritized (identified as a top health need) by more than 15 percent of key
informants. Some key informants expressed concern about the rising number of children and
youth being diagnosed with diabetes. Other key informants identified diabetes as an issue
among individuals experiencing homelessness, noting for example that keeping insulin (a
hormone that controls blood sugar, required for diabetes management) cool is much more
difficult when one is homeless.

“Diabetes just kind of runs rampant. And with our Hispanic, our Latino population,
I see—along with our African-American and maybe our Pacific Islander community
as well—children who are overweight. And probably that is one of the indicators that
could lead towards being diagnosed with Type 2 diabetes earlier.” —Key informant
See also the table Top 10 Causes of Death, San Mateo County on page 33.

Obesity
What Is the Issue?
Taking in more calories than are burned through normal activity and exercise causes the excess
calories to be stored as fat.46 When one’s weight is higher than the healthy standard for one’s
height, an individual is described as overweight or obese. Both conditions are measured by body
mass index (BMI), a metric ratio of weight divided by the square of height.47 Risk factors of
obesity, in addition to unhealthy diet and inactivity, include genetic factors, underlying medical
issues, family models, social and economic factors, and hormonal changes due to lack of sleep,
pregnancy, or age. Smoking cessation and the side effects of certain medications can also
contribute to obesity.47 Further, food insecurity and obesity often co-exist because “both are
consequences of economic and social disadvantage.”48
Nearly one in five children and nearly two in five adults in the U.S. are obese.46 Being obese or
overweight increases an individual’s risk for diabetes, hypertension, stroke, and cardiovascular
disease. Obesity can also contribute to poor mental health (anxiety, depression, low self-

46 The

Mayo Clinic. (2018). Obesity.
for Disease Control and Prevention. (2018). Overweight and Obesity.
48 Food Research and Action Center. (2015). Food Insecurity and Obesity.
47 Centers
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esteem), stigma, and social isolation. Among children and youth, obesity can also increase the
likelihood of bullying.46, 47
Why Is It a Health Need?
Overall obesity rates are high in San Mateo County, but do not fail benchmarks. However,
Latinxs have significantly higher proportions of overweight and obese adult and youth, which do
exceed benchmarks. This is driven, in part, by low fruit/vegetable consumption (based on
statistical data) and possibly by physical inactivity (reported by the community). African
ancestry adults also significantly miss the benchmarks for obesity and overweight. Perhaps
unsurprisingly, given the association between obesity and food insecurity, adults of low
socioeconomic status also fail benchmarks for obesity and overweight.
The community expressed concern about obesity among youth and young adults, emphasizing
that healthy habits of diet and activity begin in childhood and are strongly affected by family
models, access to recreation, and the food environment.
See also the Access to Food and Recreation section of the Neighborhood and Built Environment
health need description.

Fitness, Diet, and Nutrition
What Is the Issue?
The benefits of fitness and a healthy, nutritious diet are commonly known and welldocumented.
As noted by the Centers for Disease Control and Prevention, “physical activity fosters normal
growth and development, can reduce the risk of various chronic diseases, and can make people
feel better, function better, and sleep better.”49 Getting regular exercise can help people of all
ages combat obesity, reduce the risk of cardiovascular disease, Type 2 diabetes, some cancers,
and a host of other physical issues.50 Regular exercise can also help to strengthen bones and
muscles, prevent falls for older adults, and increase an individual’s chances of living longer.50, 51
Likewise, the benefits of a healthy diet include preventing high cholesterol and high blood
pressure, reducing the risks of developing diseases including cancer and diabetes, and helping to
reduce the risks of obesity, osteoporosis, and dental cavities.52 For children and adolescents, a

49 Centers

for Disease Control and Prevention. (2018). Physical Activity Basics.
Mayo Clinic. (2016). Exercise: 7 Benefits of Regular Physical Activity.
51 Harvard Health Publishing/Harvard Medical School. (2013). Balance Training Seems to Prevent Falls, Injuries in Seniors.
52 United States Department of Agriculture. (2016). Why Is It Important to Eat Vegetables?
50 The
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nutritious diet helps with growth and bone development, as well as improved cognitive
function.53
In spite of these well-known benefits most people, young and old alike, do not meet the
recommended healthy food and exercise guidelines. Most significantly, a poor diet and lack of
regular exercise can lead to adult and childhood obesity, a serious and costly health concern in
the U.S. that often results in some of the leading causes of preventable death.54
Why Is It a Health Need?
Youth in San Mateo County consume fruits/vegetables at rates significantly lower than the state
average, and rates for Latinx youth and youth of “Other”55 ethnicities are even worse. Nearly one
in five residents participating in the county’s Health and Quality of Life survey report consuming
sugar-sweetened beverages daily; this proportion rises to over one in four among residents of
low socioeconomic status. Breastfeeding, which contributes to a healthy diet for infants, is
significantly lower among mothers of African ancestry than the state benchmark. Finally, as
noted by professionals in one of the focus groups, individuals who have had teeth removed have
difficulty eating, which contributes to a poor diet; over one in five Health and Quality of Life
survey respondents reported that three or more of their permanent teeth had been removed due
to tooth decay or gum disease. This figure rose to one in three among residents of low
socioeconomic status.

“What [people] are struggling with the most is … having sort of environmental and
policy systems in place that make it easy to be active and feed kids a healthy diet.”
—Key informant
Countywide, the proportion of adults who engage in no vigorous physical activity at all has been
rising since 2013, and the proportion of those who engage in a set of healthy behaviors (do not
smoke cigarettes, are not overweight [based on BMI], exercise at least three times per week for
at least 20 minutes each time, and eat five or more servings of fruit/vegetables per day) has been
dropping.
Community input included notions about cultural differences in diet and formal exercise, lack of
time (or, in some cases, space) for cooking or recreation, and issues of access to healthy food in
schools and other institutions, including homeless shelters and senior centers. The community

53 World Health Organization.

(2018). Early Child Development: Nutrition and the Early Years.
for Disease Control and Prevention. (2016). Childhood Obesity Causes and Consequences. See also: Centers for
Disease Control and Prevention. (2018). Adult Obesity Causes and Consequences.
55 “Other” is a U.S. Census category for ethnicities not specifically called out in data sets.
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also discussed environmental factors that contribute to physical inactivity and poor
diet/nutrition, such as the built environment, stress, and poverty.
(See also the Neighborhood and Built Environment and the Mental Health and Well-Being
health need descriptions.)

ORAL/DENTAL HEALTH
What Is the Issue?
Good oral/dental health contributes to overall health—allowing us to taste, chew, and swallow—
and has an effect on social function as well—allowing us to speak, smile, and make facial
expressions to show feelings and emotions.56 Maintaining oral/dental health is dependent on
good self-care, including brushing with a fluoride toothpaste, flossing, and regularly receiving
professional dental treatment.57 Conversely, unhealthy behaviors such as substance use
(including tobacco as well as drugs such as methamphetamines), poor dietary choices, and not
brushing, flossing, or regularly seeing a dentist can result in conditions ranging from cavities to
gum disease to cancer.58 As with other health needs, a variety of factors can create barriers to
accessing dental services for different ethnic, socioeconomic, and otherwise vulnerable groups.
The primary access factors are lack of insurance, low socioeconomic status, and fear of dental
treatment.59
Why Is It a Health Need?
Oral/Dental Health is a need in San Mateo County because it was prioritized by the community
(identified as a top health need) in two thirds of focus groups and over 20 percent of key
informant interviews. Feedback related to oral health usually concerned the stated lack of access
to high-quality dental services across the board (children, parents, young adults, and older
adults) and/or lack of dental insurance (among young adults and older adults). More than one
quarter of county adults lack dental insurance. Even though this is better than the state rate of
dental insurance, the proportion of residents who report having no dental insurance that pays for
some or all routine dental care has been rising since 2008. Insurance that covers routine care
as well as dental surgery (e.g., wisdom tooth extraction and root canals) is perceived to be
expensive, and wait times for appointments can be long.

56 National

Institute of Dental and Craniofacial Research. (2000). Oral Health in America: A Report of the Surgeon General.
Mayo Clinic. (2016). Oral Health: Brush Up on Dental Care Basics.
58 Office of Disease Prevention and Health Promotion. (2018). Oral Health.
59 Centers for Disease Control and Prevention. (2017). Disparities in Preventive Dental Care Among Children in Georgia. See also:
Harvard Health Publishing/Harvard Medical School. (2015). Dental Fear? Our Readers Suggest Coping Techniques.
57 The
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The supply of oral health providers in San Mateo County is perceived to be low, especially
providers who accept Denti-Cal; key informants stated that low reimbursement rates and
complicated billing procedures have driven many oral health providers away from accepting it.
Although reported ease of accessing dental care has worsened, statistics show the ratio of
dentists-to-residents has improved. Key informants also noted that Federally Qualified Health
Centers (FQHCs) are the only organizations that receive a higher reimbursement rate for dental
services. However, the ratio of FQHCs-to-residents is significantly worse in San Mateo County
than it is statewide. The situation is most problematic on the Coastside, where residents have
access to only one FQHC and one private dental clinic accepting new Denti-Cal patients.
Disparities do exist; about half of county residents with low socioeconomic status have not
received a recent dental exam, which is significantly worse than the state. In a similar vein,
another key informant indicated that 60 percent of children on Medi-Cal/Denti-Cal have not
seen a dentist in more than a year. Community professionals also believed that residents do not
access dentists because residents are not aware of how important oral health is to overall health.

“The wait times for adults with Denti-Cal can be a year and a half to get a primary
care dental appointment, just to see preventive care. It’s better for kids, so low-income
kids, but those with special needs, those who need more involved kind of care …
we’re sending kids out of county, then to Santa Clara, Gilroy. And that has its own
challenges, of course, for the family.” —Key Informant
Finally, a driver of poor oral health is drinking water violations. Drinking water violations in San
Mateo County's community water systems were flagged as an issue. Lack of access to clean
drinking water affects physical health in a variety of ways, including the potential for acquiring
communicable diseases and the increased likelihood of consuming sugar-sweetened beverages
instead of water, which is associated with both obesity and tooth decay. Key informants on the
Coastside specifically addressed the issue of contaminated drinking water in certain coastal
communities. (See also the Community Infrastructure and Housing Quality section of the
Neighborhood and Built Environment health need description.)

SOCIAL AND COMMUNITY CONTEXT
What Is the Issue?
Social and community context is identified by the Centers for Disease Control and Prevention
and Healthy People 2020 as one of the social determinants of health.60, 61 It reflects the
connection between various features of the settings in which people “live, learn, work, and play”

60 Centers

for Disease Control and Prevention. (2017). CDC Research on SDOH: Social and Community Context.
Disease Prevention and Health Promotion. (2018). http://www.healthypeople.gov.

61 Office of
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and individuals’ health and well-being, including topics such as community cohesion, civic
engagement, discrimination, workplace conditions, and incarceration.60 Data in this CHNA
mainly pertain to discrimination and its consequences, inequitable social and health outcomes.
Discrimination can have effects at both the structural and the individual levels. Structural
discrimination relates to overarching conditions (e.g., residential segregation or disparities in
access to quality education) that constrain “opportunities, resources, and well-being” of groups
with less privilege. Individual discrimination relates to adverse interactions between people in
their institutional roles, such as educator and student or health care provider and patient, or as
public or private persons (e.g., seller and buyer), based on explicit or implicit bias related to
individual attributes, including ethnicity, gender, sexual orientation, disability, or age. For
example, disparities in quality of care may be engendered by implicit bias related to ethnicity.
Both forms of discrimination—individual and structural—can inflict harm, regardless of
intention or individual perception.
Additionally, discrimination can have physical effects on the body (e.g., anxiety, indigestion, and
arrhythmia) that can accumulate and worsen over time, which can contribute to poor health
outcomes in the long term. Although discrimination does not always cause stress, and stress does
not always negatively impact health, stress can affect health and can be caused by
discrimination.61

“I think there are structures and systems that, as economic pressures and isolation
pressures and other pressures, affect some groups more than others. It ends up
manifesting in worse health outcomes. For example, childhood exposure to trauma,
like, an adult is removed from the home … that affects the brain chemistry of the child
and then has profound impacts in health indicators like diabetes and heart disease.”
—Key informant (health service provider)
Why Is It a Health Need?
Social and community context is a health need as evidenced by community input around
community cohesion, discrimination, health disparities, and inequitable health outcomes. In the
county’s Health and Quality of Life survey, almost 25 percent of African ancestry respondents,
14 percent of Latinx respondents, and 14 percent of Asian/Pacific Islander respondents reported
experiencing emotional upset as a result of how they were treated based on their race.
Additionally, nearly 18 percent of African ancestry respondents and more than 10 percent of
Asian/Pacific Islander respondents reported experiencing physical symptoms as a result of how
they were treated based on their race.
About one third of the county’s Health and Quality of Life survey respondents reported feeling
not very or not at all connected to their community. Further, the county’s Adolescent Report
indicated that students attending nontraditional schools described lower rates of meaningful
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connections to their community than students attending traditional schools. (See also the
Neighborhood and Built Environment health need.)
Rates of income inequality, social associations, residential segregation, and linguistic isolation
are no better for the county than they are for the state. While the poverty rate is lower in the
county than in the state, African ancestry county residents have rates of poverty that fail
benchmarks. Also, while high school graduation rates overall are high and stable, rates are lower
for Latinx, Native American, and African ancestry residents.

“Hospitals and other firms need to be fighting against racism, fighting against sexism,
fighting all these things. Because people apply to those [health provider] jobs, but
they’re racist and they still get those jobs. There needs to be a vetting process … and if
they’re not qualified, OK. We understand that, and not everyone has the same ways of
learning and the way of absorbing information. So, let’s train people. Let’s get these
people and stop segregating communities of color and White folk.”
—Resident focus group participant
In the majority of focus groups and key informant interviews, the community identified persons
of low socioeconomic status as having health disparities. In addition, members of minority
groups in the county experience premature death at significantly higher rates when compared to
Whites. Other groups that were also identified by the community as experiencing health
disparities included African ancestry, Chinese, Latinx, Pacific Islander, undocumented
immigrant, and LGBTQ populations.

NEIGHBORHOOD AND BUILT ENVIRONMENT
Neighborhood and built environment is a need in San Mateo County, as evidenced by the
statistical data described below. This need includes: access to food and recreation, community
and family safety, community infrastructure and housing quality, natural environment/climate,
and transportation and traffic. Proportions of healthy food stores and WIC-authorized food
stores, as well as statistics for drinking water violations, public transit access, road network
density, and flood vulnerability are all significantly worse than state averages. Fast food
restaurants are also on the rise in the county. Ethnic and income disparities are evident in
almost all aspects of this health need.

Access to Food and Recreation
What Is the Issue?
The U.S. Surgeon General’s “Vision for a Healthy and Fit Nation 2010” described how different
elements of a community can support residents’ healthy lifestyles. The various components of
the physical environment, including sidewalks, bike paths, parks, and fitness facilities that are
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“available, accessible, attractive and safe,” all contribute to the extent and type of residents’
physical activities.62 Other community elements that support healthy lifestyles include local
stores with fresh produce. Residents are more likely to experience food insecurity in
communities where fewer supermarkets exist, grocery stores are farther away, and there are
limited transportation/transit options.63
The CDC recommends policies and environments that support behaviors aimed at achieving and
maintaining healthy weight in settings such as workplaces, educational institutions, health care
facilities, and communities.64 For example, the availability of healthy and affordable food in
retail and cafeteria-style settings allows individuals to make better food choices throughout the
day. Otherwise, people may settle for caloric foods of low nutritional value.65
Why Is It a Health Need?
Data indicate that the county has significantly lower proportions of healthy food stores and
WIC-authorized food stores compared to the state. According to Get Healthy San Mateo County
2016, less than one third of food stores in low-income neighborhoods meet “basic quality and
affordability standards.” The proportion of fast food restaurants in the county is only slightly
higher than the state, but is continuing to rise.
A significantly smaller proportion of county residents live within half a mile of a public transit
stop compared to the proportion of state residents. Community input describes public transit
access as poor all across the county, especially for Coastside residents and older adults whose
homes are not near transit lines. Streets could be safer; pedestrian accident deaths are slightly
higher than the benchmark, with Latinx deaths from pedestrian accidents significantly higher.

Community and Family Safety
What Is the Issue?
Violence and intentional injury are related to poorer physical and mental health for the victims,
the perpetrators, and the community at large.66 Crime in a neighborhood causes fear, stress,
unsafe feelings, and poor mental health. In one study, individuals who reported feeling unsafe to
go out during the day were much more likely to experience poor mental health.67 As reported by
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for Disease Control and Prevention. (2009). Healthy Places.
People 2020. (2018). Food Insecurity.
64 Healthy People 2020. (2015). Nutrition and Weight Status.
65 Centers for Disease Control and Prevention. (2015). Healthy Food Environments.
66 Krug, E.G., Mercy, J.A., Dahlberg, L.L., & Zwi, A.B. (2002). The World Report on Violence and Health. The Lancet, 360(9339),
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Health, 120(12), 11171126.
63 Healthy

SETON MEDICAL CENTER AND SETON COASTSIDE • 2019 CHNA REPORT

47

the World Health Organization, even apart from any direct physical injury, victims of violence
have been shown to suffer from a higher risk of depression, substance use, anxiety, reproductive
health problems, and suicidal behavior.68 Additionally, even just being exposed to violence has
been linked to negative effects on an individual’s mental health, including post-traumatic stress
disorder, as well as a greater propensity to exhibit violent behavior themselves.69
Why Is It a Health Need?
Nearly one third of youth surveyed for San Mateo County’s Adolescent Report stated that they
saw violence in their schools and/or communities, and only about half expressed that they felt
safe in their communities. Nearly one in five adolescent girls in San Mateo County reported
having been harassed or bullied online, as did over one in 10 adolescent boys.
Community and family safety is closely related to behavioral health. While the community did
not prioritize safety as a distinct need, it was mentioned in the majority of discussions regarding
mental health and well-being (including discussions of mental health, stress, trauma/PTSD, and
drug and alcohol use).
Economic stressors that affect food insecurity and housing instability were identified by multiple
sources as drivers of domestic violence. Human trafficking is an emerging issue in the county,
which experts similarly rooted in chronic homelessness/housing issues and related economic
stressors, as well as chronic alcohol and drug use or exposure to the same in the home, domestic
violence, abuse, neglect, and/or poor mental health/self-esteem issues that are not being
appropriately addressed.

“The Community and Family Safety [need] is really interesting, because I don’t feel like
our community feels unsafe—because they don’t know. So, I think that’s what my
struggle is, like relating it as a community safety issue. It’s like, if you’re not in the
know, then you don’t think that this is a problem, and your bubble is intact.”
—Focus group participant
There are substantial ethnic disparities in community and family safety. Data show that county
residents who are Latinx experience domestic violence at a significantly higher rate than others,
exceeding the state average. Residents of African and Native American ancestry are the victims
of assault at significantly higher rates than others, both populations nearly double the state
average. The White population has the highest rate of youth intentional injury, exceeding the
state average.
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Journal of Adolescent Health, 39(1), 73–79.
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With regard to the risk of justice involvement and ethnic disparities, in San Mateo County,
Latinx and African ancestry students are expelled from school at rates twice as high as the state
benchmark. Additionally, Native American and African ancestry students are suspended from
school at higher rates than the state average.
The County of San Mateo Adolescent Report 2014–2015 further described juvenile justice
involvement: “African Americans have the highest juvenile arrest rate of 48 per 100,000 …
compared to 3.1 per 100,000 for their white counterparts … [and] Hispanics make up 50 percent
of juvenile felony arrests. … Issues with racial profiling, discrimination, and lack of opportunity
may influence these outcomes.”

Community Infrastructure and Housing Quality
What Is the Issue?
Community infrastructure includes access to transportation, clean water, adequate sewer/septic
systems, and safe housing, all of which are crucial to health.70 Adequate community
infrastructure may also include access to media (e.g., libraries and/or internet), community
gathering places, well-maintained pedestrian access (crosswalks/sidewalks), and clean and
functional curbs and gutters.71 Lack of housing quality includes exposure to lead-based paint,
asbestos, and other domestic toxins, as well as inadequate plumbing or kitchen facilities.72
Residents of communities in which adequate infrastructure and quality housing exists tend to
feel safer, to experience greater community cohesion and interpersonal trust, and are more
likely to be physically and mentally healthy.71
Why Is It a Health Need?
Drinking water violations in San Mateo County’s community water systems were flagged as an
issue. Lack of access to clean drinking water affects physical health in a variety of ways,
including the potential for acquiring communicable diseases and the increased likelihood of
consuming sugar-sweetened beverages instead of water, which is associated with both obesity
and tooth decay. Key informants on the Coastside specifically addressed the issue of
contaminated drinking water in certain coastal communities. (See also the Oral/Dental health
need description.)
Key informants were also concerned in regard to the dearth of street lights and sidewalks, which
affect pedestrian access. Furthermore, both road network density and asthma prevalence miss

70 Rural Health Information

Hub. (2017). Social Determinants of Health.
Latino Coalition for a Healthy California. (2018). Healthy Physical Environments.
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benchmarks. While more road miles per acre of land can be perceived as positive, when coupled
with the rising asthma rates it may be seen as a net negative. In addition, since public transit
access is lower than the state average despite the higher road network density, this confluence of
indicators suggests issues with community infrastructure. Supporting this point, multiple key
informants and focus group participants noted the poor transportation access on the Coastside.
There was a slight increase in the proportion of residents participating in the county’s Health
and Quality of Life survey who rated the physical environment of their community as fair or
poor. While housing quality does not appear to be an issue in the county, the number of assisted
housing units available is lower than the state average, suggesting that affordable housing is
relatively scarce. Indeed, the community frequently discussed the relative lack of affordable
housing and the poor quality of the affordable housing that is available in the county.

Natural Environment/Climate
What Is the Issue?
Living in a healthy environment is critical to quality of life and physical health. The Office of
Disease Prevention and Health Promotion reports that globally nearly 25 percent of all deaths
and disease can be attributed to environmental issues.73 Those environmental issues include air,
water, food, and soil contamination, as well as natural and technological disasters.73 For those
whose health is already compromised, exposure to environmental issues can compound their
problems.74 It therefore follows that any effort to improve overall health must include
consideration of those societal and environmental factors that increase the likelihood of
exposure and disease. The recent reports on climate change highlight the importance of
considering environmental health in the context of climate health, which is projected to have an
increasing impact on sea levels, air quality, the severity of natural disasters such as fires,
flooding, and droughts, and patterns of infectious diseases.75
Why Is It a Health Need?
Although air quality measures are better than the state, asthma prevalence is increasing among
both adults and children in the county and is significantly worse than benchmarks. The county
also has a significantly higher density of roads compared to the state average; particulates from
traffic can contribute to asthma. Some community members expressed concern about climate
change; however, natural environment/climate was not prioritized in community input.

73 Office of

Disease Prevention and Health Promotion. (2018). Environmental Health.
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Finally, San Mateo County is significantly more vulnerable to flooding compared to the state
average. The map on the next page identifies zones where flooding is a risk, based on the
following definitions:
•
•

•
•
•
•

Zones V (salmon) and VE (light purple): Special Flood Hazard Area subject to coastal
high hazard flooding
Zones A–AO (light pink, dark pink, aqua blue, light green, white with red border) and
A99 (orange): Special Flood Hazard Area with base flood elevations provided and/or
sheet flow, ponding, or shallow flooding
Zone AE (gray): 1 percent annual chance flood hazard contained in channel
Zone X (olive green): 0.2 percent annual chance flood hazard
Zone X (white, white with red dots): Minimal to moderate flood hazard
Zone D (bright green): Undetermined but possible flood hazard

FLOOD VULNERABILITY , SAN MATEO COUNTY

Source: County of San Mateo Planning and Building Department, 2012. Zone definitions: Federal Emergency
Management Agency, Managing Floodplain Development Through the NFIP, Appendix D, 1998.
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Transportation and Traffic
What Is the Issue?
In the U.S. in 2010, 13.6 million motor vehicle crashes killed nearly 33,000 people and injured
3.9 million more, at an estimated cost to the U.S. economy of $242 billion. The major
contributors to motor vehicle crashes include drunken driving, distracted driving, speeding, and
not using seat belts.76 Increased road use is correlated with increased motor vehicle accidents,77
while more traffic (road congestion) causes travel delays, greater fuel consumption, and higher
greenhouse gas emissions via vehicle exhaust.76 Vehicle exhaust is a known risk factor for heart
disease, stroke, asthma, and cancer. Thus, it is important to monitor the miles traveled by
vehicles over time to better understand the various potentially adverse health consequences.78
The benefits of ecofriendly alternative transport such as walking or riding a bicycle include
improving health, saving money by not having to purchase a car or gasoline, and producing less
impact on the environment. Combining alternative transport with traffic countermeasures can
both improve health and reduce traffic-related injuries in communities.
Why Is It a Health Need?
Although prioritized by only a few, transportation and traffic as a health need was discussed by
20 key informants and focus groups. Although there has been an increase in county residents
commuting to work via public transport, a significantly smaller proportion of county residents
live within half a mile of a public transit stop compared to other state residents. However,
community input describes public transit access as poor all across the county, especially for
Coastside residents, for individuals—particularly older adults—whose homes are not near transit
lines, and for commuters (students and workers) who must travel long distances.

“We just don’t have good public transportation. … For example, we had a woman who
had a 1 o’clock appointment in Burlingame with rape trauma services. She lived in
Menlo Park. She called at 9 o’clock and said that she had missed her bus because it was
early, and she couldn’t make her 1 o’clock appointment. So, she was taking an entire
day off, for a 50-minute session with a peer counselor—and that is a barrier to care.”
—Focus group participant

76 U.S.

Department of Transportation, National Highway and Traffic Safety Administration. (2015). The Economic and Societal
Impact of Motor Vehicle Crashes, 2010 (Revised), DOT HS 812 013. 2015 (revised). See also: Centers for Disease Control and
Prevention. (2017). Motor Vehicle Safety: Cost Data and Prevention Policies, which suggests that the figures have not changed
significantly since 2010.
77 Cohen, P. (2014, October 8). Miles Driven and Fatality Rate: U.S. States, 2012. Sociological Images [web log].
78 Health Matters in San Francisco. (2008). Heavy Traffic Can Be Heartbreaking.
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On-demand transportation is growing; community professionals suggested that older adults are
warier of trying it than others, and that monolingual non-English speakers do not have the same
kind of access due to communication issues.
Latinxs have a significantly higher pedestrian mortality rate than other county residents, and
their rate also surpasses the Healthy People 2020 aspirational goal. Additionally, the county’s
road network density is significantly higher than the state average; community input describes
long commutes with congested traffic as the norm. In some cases, long commutes are due to
traffic jams rather than actual distance, while in other cases, long commutes are due to workers
having been priced out of the local housing market and living farther away. Key informants
connected long commutes to increased stress and poor health outcomes.

ARTHRITIS
What Is the Issue?
Characterized by joint inflammation, arthritis is a leading cause of disability for adults in the
U.S. The Centers for Disease Control and Prevention have associated arthritis with major
depression and other quality of life issues.79 The primary symptoms of arthritis are stiffness and
pain in one or more joints, which typically escalate with age. Osteoarthritis and rheumatoid
arthritis are the most common types of arthritis. Individuals at increased risk for arthritis
include women, older adults, individuals diagnosed with obesity, people who have had a
previous joint injury, and those with a family history of the disease.80
Why Is It a Health Need?
Arthritis is a community health need in San Mateo County due to the rising prevalence of
arthritis and rheumatism among county residents generally, as well as the increasing existence
of rheumatoid arthritis or osteoarthritis in the county’s Medicare population specifically.
The prevalence of arthritis/rheumatism is significantly higher in the county than in the state.
Reflecting the age-related dimension of the condition, close to half of older adults in the county
reported having arthritis/rheumatism. Fewer than 15 percent of focus groups and key
informants prioritized arthritis as a community health need.

79 Centers for
80 Mayo

Disease Control and Prevention. (2016). Arthritis‐Related Statistics.
Foundation for Medical Education and Research. (2016). Definitions of Arthritis and Rheumatoid Arthritis.

2016.
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FOOD INSECURITY
What Is the Issue?
Food insecurity is defined as the “lack of consistent access to enough food for an active, healthy
life.”81 Various factors may have an impact on food insecurity, such as employment/income,
ethnicity, and disability status. Hunger and food insecurity are related but distinct concepts;
hunger is the physical discomfort related to “prolonged, involuntary lack of food,” while food
insecurity refers to a “lack of available financial resources for food at the household level.”82, 83
Measurements of various levels of food insecurity, from marginal to low or very low, include
anxiety about food insufficiency, household food shortages, reduced “quality, variety, or
desirability” of food, diminished nutritive intake, and “disrupted eating patterns.”84
In 2017, approximately one in eight Americans experienced food insecurity, of which more than
one third were children. Individuals who are food-insecure may be more likely to experience
various poor health outcomes/health disparities, including obesity. Children who experience
food insecurity are also at greater risk for developmental complications and/or delays compared
to children who are food-secure. In addition, food insecurity may have a detrimental impact on
children’s mental health.
Why Is It a Health Need?
The county’s population experiences food insecurity at a rate significantly higher than the
benchmark, and more Health and Quality of Life survey respondents were food insecure than in
any prior iteration of the survey. Additionally, significantly greater proportions of the foodinsecure population in the county, both adults and children, are ineligible for assistance
compared to the same populations at the state level.

“It’s a vicious circle, in the sense that, not being able to address significant cost needs,
[people] very often cut on food. And by cutting the food, they’re putting their health at
risk, and if the circle comes back, health risks are actually increasing their [financial
burden].” —Key informant
Finally, the proportions of individuals receiving SNAP benefits and other government
assistance, as well as free meals and/or supplies from food banks, have been increasing. Fewer
than 15 percent of key informants specifically prioritized food insecurity as a need in the

81 U.S.

Department of Agriculture, Economic Research Service. (2018). Food Security in the U.S.
America. (2018). What Is Food Insecurity?
83 U.S. Department of Agriculture, Economic Research Service. (2018). Definitions of Food Security.
84 Healthy People 2020. (2018). Food Insecurity.
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community, while it was not prioritized by focus groups. However, it was discussed in the
context of economic security and/or nutrition in one third of interviews and focus groups.

CANCER
What Is the Issue?

Cancer is a generic term used to describe a condition in which abnormal cells divide
uncontrollably, invading and killing healthy tissue. These abnormal cells can metastasize to other
parts of the body via the blood and lymph systems. With more than 100 kinds of cancer85, it is
the second leading cause of death in the U.S., following heart disease.86 High-quality
screening can serve to reduce cancer rates; however, a variety of complex factors contribute to
disparities in cancer incidence and death rates among different ethnic, socioeconomic, and
otherwise vulnerable groups. Research has found that health disparities related to cancer
contribute to higher, avoidable death rates among low-income and ethnic minority populations
nationwide. The inequitable outcomes may be exacerbated by delivery issues in cancer screening
and follow-up.87 While personal behavioral and environmental factors are significant (e.g.,
smoking, exposure to known carcinogens), the most important risk factors for cancer are lack of
health insurance and low socioeconomic status.88
Why Is It a Health Need?

Cancer is the leading cause of death in the county with overall cancer prevalence being
significantly higher in the county than in the state. Incidence rates for certain cancers
(melanoma, prostate, uterine, and breast) are also worse in the county than in the state.
Significant ethnic disparities in cancer occurrences are seen for White, African ancestry, and
Latinx populations, as shown in the chart on the next page. Unhealthy behaviors that increase
cancer risk, such as binge drinking and lack of regular vigorous physical activity, are on the rise.
Additionally, breast cancer screenings (mammograms) have decreased countywide. Cancer was
prioritized by fewer than 15 percent of focus groups and was not prioritized by key informants.

85 Centers

for Disease Control and Prevention. (2018). How to Prevent Cancer or Find It Early.
for Disease Control and Prevention. (2017). Leading Causes of Death.
87 Fiscella, K., et al. (2011). Eliminating Disparities in Cancer Screening and Follow-Up of Abnormal Results: What Will It Take?
Journal of Health Care for the Poor and Underserved, 22(1): 83–100.
88 National Cancer Institute. (2018). Cancer Disparities.
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RESPIRATORY CONDITIONS
What Is the Issue?
Respiratory disorders affect the ability of the individual to breathe. Asthma, chronic obstructive
pulmonary disorder (COPD), pneumonia, and lung cancer—each of which is chronic—are among
the most common of respiratory disorders.90 Asthma is an inflammation of the airways, causing
them to swell and narrow, and is characterized by episodes of reversible breathing problems.91
Symptoms can range from mild to life-threatening. Asthma attacks can cause a range of issues
from simple wheezing to extreme breathlessness.92 Proper asthma management can include
access to asthma specialists, the regular use of “controller” medication, access to “quick-relief”
medication, and avoidance of asthma triggers such as poor outdoor air quality, pollen, mold,
smoke and its residue, animal dander, and pest-generated allergens.93
According to the American Lung Association, “the most common risk factors for developing
asthma [are] having a parent with asthma, having a severe respiratory infection as a child,
having an allergic condition, or being exposed to certain chemical irritants or industrial dusts in
the workplace.”94
Why Is It a Health Need?
Asthma/respiratory conditions are identified as a need in San Mateo County based on
worsening trends as well as significantly higher prevalence of various respiratory conditions in
the county compared to benchmarks at the state and national levels. Asthma prevalence is
increasing among both adults and children in the county and is significantly worse than
benchmarks. Among various ethnic groups, adult asthma prevalence is highest for African
ancestry and Latinx residents. Certain drivers of respiratory conditions, such as
overweight/obesity and smoking, are significantly higher among the population of low
socioeconomic status.

“Last I looked at asthma trends or asthma reads, they were higher in our county than
they were elsewhere, and given the increase in traffic congestion it makes me wonder.
I would hypothesize that that would be higher and may have something to do with
traffic congestion increasing.” —Key informant
COPD, bronchitis, and emphysema are also rising countywide and are seen in the county in
proportions twice as high as the state. Looking at data across the county, COPD, bronchitis, and

90 U.S.

National Library of Medicine. (2018) Lung Disease.
Clinic. (2018). Asthma Overview.
92 Centers for Disease Control and Prevention. (2018).
93 Asthma and Allergy Foundation of America. (2018). Asthma Capitals 2018.
94 American Lung Association. (2018). Asthma Risk Factors. 2018.
91 The Mayo
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emphysema are highest at the Coastside. Additionally, the rates of pertussis and tuberculosis,
infectious diseases that affect the respiratory system, are significantly higher than benchmarks.
Finally, both chronic lower respiratory disease and influenza/pneumonia were in the top 10
causes of death in the San Mateo County in 2017. (See the table on page 33.) Asthma/
respiratory conditions were not prioritized in community input.

SELECTED RESPIRATORY INDICATORS, SAN MATEO COUNTY
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7. Community Resources
In San Mateo County, community-based organizations, government departments and agencies,
hospitals and clinics, and other entities strive to address many of the health needs identified by
this assessment. Hospitals and clinics are listed below. Key resources available to respond to
community health needs are listed in Attachment 5: Community Assets and Resources.
EXISTING HE ALTH CARE F ACILIT IES

•
•
•
•
•
•
•
•

Dignity Health Sequoia Hospital*
Kaiser Foundation Hospital–Redwood City*
Kaiser Foundation Hospital–South San Francisco*
Lucile Packard Children’s Hospital Stanford*
Mills Health Center
Seton Medical Center and Seton Coastside (Verity Health System)*
Stanford Health Care*
Sutter Health (Menlo Park Surgical Hospital and Mills-Peninsula Medical Center)*

Beyond providing excellent clinical care to their members, nonprofit hospitals (marked with an
asterisk [*] above) invest in the community with a variety of strategies, including:
•
•
•
•
•

Providing in-kind expertise, training, and education for health professionals
Financial assistance (charity care)
Subsidies for qualified health services
Covering unreimbursed Medi-Cal costs
Community benefit grants for promising and evidence-based strategies that impact
health needs identified through the CHNA

EXISTING CLINICS

Many community health care clinics in San Mateo County are funded in part by nonprofit
hospitals, private donors, and health care districts.
•
•
•
•
•
•
•
•
•

Belle Air School Health Clinic
Belle Haven Clinic
Daly City Youth Health Center
Fair Oaks Clinic
Lucile Packard Foundation for Children’s Health Teen Health Van
Ravenswood Family Health Center
Samaritan House
San Mateo Medical Center Clinics
Sequoia Teen Health Center at Sequoia High School
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8. Review of Progress
Seton Medical Center and Seton Coastside developed and approved an Implementation Strategy
to address significant health needs identified in the 2016 Community Health Needs Assessment:
The hospital addressed as its top five priorities, the following: Obesity/Diabetes, Access and
Delivery, Behavioral Health, Heart Disease and Stroke and Cancer as its top five priorities
To accomplish the Implementation Strategy, goals were established that indicated the
expected changes in the health needs as a result of community programs and
education. Strategies to address the priority health needs were identified and measures
tracked. The following section outlines the significant health needs addressed since the
completion of the 2016 CHNA.
Obesity, Diabetes, Cancer, Behavioral Health, Heart Disease, and Stroke
Seton Medical Center’s registered nurses volunteer time to provide health screenings for blood
pressure at outreach events. Seton Medical Center’s Diabetes Center provides education and
support for individuals with pre-diabetes, diabetes and other medical conditions., cholesterol,
glucose, and body fat. Seton Medical Center’s Clinical Lab provide subsidized cholesterol,
glucose and Hep B screenings for our community. Seton’s Mammography Center Staff
provided education and information on screening to Seton staff and patients to raise awareness
for breast cancer. In our outreach materials, we included information about behavioral health
and our other four top priorities.
Access and Delivery
The Health Benefits Resource Center (HBRC) increased access to health care through
enrollment in public and low-cost insurance and related benefit programs and referral for
medical and social services. HBRC provided individuals and families with enrollment assistance
for health insurance through the state exchanges Covered CA and Medi-Cal.
Lack of access to transportation is a major barrier to health care. Seton Medical Center provided
shuttle service between Seton Medical Center and the Daly City BART station. This service is
possible in part through a grant from the San Mateo County Transit Authority. Service is
provided at no charge from 9:00 a.m.-5:30 p.m. Monday through Friday.
Seton provides in-kind support to North Peninsula RotaCare and Clinic By The Bay. Services
include diagnostic testing: CT, MRI, Doppler vascular studies, Ultrasound, clinical lab tests and
radiology. Patients at these no cost clinics would not otherwise have access to these diagnostic
tests. Results are provided to the referring clinic for follow-up care.
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9. Conclusion
Seton Medical Center and Seton Coastside worked with its HCC partners in 2018 and 2019 to
conduct the 2019 Community Health Needs Assessment (CHNA). The 2019 CHNA builds upon
health assessments dating to 1995, and it meets federally mandated requirements and California
state regulations.
The hospitals identified priority community health needs using the HCC’s pooled expertise and
resources to conduct a shared assessment, which included collecting secondary data and
conducting new primary research (i.e., community input). Our hospitals then prioritized the
health needs based on a set of defined criteria.
Next steps for our hospitals:
•
•
•
•
•

CHNA adopted by our hospital board and made publicly available on our website by
December 31, 2019.95
Monitor community comments on the CHNA report (ongoing).
Select priority health needs to address using a set of criteria.
Develop strategies to address priority health needs (independently or with HCC partner
hospitals).
Ensure strategies are adopted by the hospital board and filed with the IRS.

95 https://verity.org/SMC/about.php#about-panel4
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Attachment 2. Secondary Data Sources
The sources of data in the list below were consulted to compile the data tables that underlie this
2019 Community Health Needs Assessment.
1.
2.
3.
4.

Area Health Resource File/American Medical Association. 2015.
Area Health Resource File/National Provider Identification file. 2016.
Business Analyst, Delorme map data, ESRI, & US Census Tigerline Files. 2010, 2016.
California Cancer Registry Fact Sheet, California Department of Public Health, 20082012.
5. California County Health Status Profiles. 2013-2015
6. California Department of Education, California Healthy Kids Survey and California
Student Survey (WestEd). 2011-2013.
7. California Department of Education, FITNESSGRAM® Physical Fitness Testing. 20132014, 2016-2017.
8. California Department of Education. 2014-2015, 2015-2016, 2016-2017.
9. California Department of Public Health, Birth Cohort-Perinatal Outcome Files. 20092014.
10. California Department of Public Health, Breastfeeding Statistics. 2012.
11. California Department of Public Health, Death Public Use Data. 2010-2012, 2010-2015.
12. California Department of Public Health, EpiCenter. 2013, 2014.
13. California Department of Public Health, Immunization Branch. 2015, 2016.
14. California Department of Public Health, Kindergarten Immunization Assessment, 20152016 & 2016-2017.
15. California Department of Public Health, Tracking. 2005-2012.
16. California Department of Public Health, Tuberculosis Branch. 2016.
17. California Department of Public Health. 2014-2016.
18. California Office of Statewide Health and Planning (OSPHD). 2011, 2013-2015, 2014.
19. CDC Diabetes Interactive Atlas. 2014.
20. CDC WONDER mortality data. 2010-2016, 2012-2016, 2013-2016, 2014-2016.
21. Center for Applied Research and Environmental Systems. 2012-2015.
22. Centers for Disease Control and Prevention, Behavioral Risk Factor Surveillance System
(BRFSS). 2005-2009, 2006-2010, 2006-2012, 2011-2012, 2016.
23. Centers for Disease Control and Prevention, National Center for Chronic Disease
Prevention and Health Promotion. 2013.
24. Centers for Disease Control and Prevention. 2015-2016.
25. Climate Impact Lab. 2016.
26. CMS, National Provider Identification. 2017
27. County Business Patterns. 2015.
28. County of San Mateo Emergency Medical Services. 911 Calls. 2016-2017.
29. San Mateo County Health, Behavioral Health and Recovery Services. Knowledge,
Attitudes, and Behaviors Regarding Marijuana. 2016.
30. County of San Mateo, Board of Supervisors. Adolescent Report 2014-2015.
31. Dartmouth Atlas of Health Care. 2014, 2015.
32. Environmental Protection Agency, EPA Smart Location Database. 2011, 2013.
33. Environmental Protection Agency, National Air Toxics Assessment. 2011.
34. Fatality Analysis Reporting System. 2012-2016.
35. Federal Communications Commission, Fixed Broadband Deployment Data. 2016.
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36. Federal Bureau of Investigation, FBI Uniform Crime Reports. Additional analysis by the
National Archive of Criminal Justice Data. Accessed via the Inter-university Consortium
for Political and Social Research. 2012-2014.
37. Feeding America. 2014, 2016.
38. Get Healthy San Mateo County. Food Insecurity in San Mateo County. End Hunger
Workgroup, October 14, 2016.
39. Insight Center for Community Economic Development, 2014.
40. Institute for Health Metrics and Evaluation. 2014.
41. Interactive Atlas of Heart Disease and Stroke. 2012-2014.
42. Mapping Medicare Disparities tool. 2015.
43. Measure of America. 2010-2014.
44. National Center for Education Statistics, NCES - Common Core of Data. 2015-2016.
45. National Center for Education Statistics, NCES -CHR EDFacts. 2014-2015.
46. National Center for Health Statistics - Natality files. 2010-2016.
47. National Center for HIV/AIDS, Viral Hepatitis, STD, and TB Prevention. 2015.
48. National Environmental Public Health Tracking Network. 2014.
49. National Flood Hazard Layer. 2011.
50. National Land Cover Database. 2011.
51. National Oceanic and Atmospheric Administration, North America Land Data
Assimilation System (NLDAS). Accessed via CDC WONDER. Additional data analysis by
CARES. 2014.
52. National Vital Statistics System. 2004-2010, 2008-2014, 2011-2015.
53. Opportunity Nation. 2017.
54. Safe Drinking Water Information System. 2015.
55. San Mateo County Department of Public Health. 2014-2016, 2015-2016, 2016.
56. San Mateo County Health, Health and Quality of Life Survey. 2018.
57. San Mateo County Health. 2010-2015, 2012-2014, 2015, 2016.
58. Small Area Income and Poverty Estimates. 2016.
59. State Cancer Profiles. 2009-2013, 2010-2014.
60. University of California Center for Health Policy Research, California Health Interview
Survey. 2011-2012, 2013-2014, 2014, 2015-2016, 2016.
61. University of Wisconsin Population Health Institute, County Health Rankings. 20142016, 2018.
62. . US Census Bureau, American Community Survey. 2011-2015, 2012-2016.
63. US Census Bureau, County Business Patterns. Additional data analysis by CARES. 2016.
64. US Census Bureau, Decennial Census. ESRI Map Gallery. 2010.
65. US Department of Agriculture Food Environment Atlas, Map the Meal Gap from Feeding
America. 2015.
66. US Department of Agriculture, Economic Research Service, USDA - Food Access
Research Atlas. 2011, 2015.
67. US Department of Agriculture. USDA Food Access Research Atlas. 2014.
68. US Department of Health & Human Services, Administration for Children and Families.
2018.
69. US Department of Health & Human Services, Centers for Medicare & Medicaid Services.
2015.
70. US Department of Health & Human Services, Centers for Medicare & Medicaid Services,
Provider of Services File. March 2018.
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71. US Department of Health & Human Services, Health Resources and Services
Administration. April 2016.
72. US Department of Health & Human Services, Health Resources and Services
Administration, Area Health Resource File. 2012-2014, 2014.
73. US Department of Labor, Bureau of Labor Statistics. 2018 - March.
74. US Department, of Housing and Urban Development. 2016.
75. US Drought Monitor., 2012-14.
76. Zilpy.com, Rental Market Trends. October 2018.
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Legend
Statistical data tables compare San Mateo County data to California state benchmarks or
Healthy People 2020 aspirational goals, whichever is more stringent.
Definitions:
■ Incidence rate: Rate of new cases within a specific time period
■ Mortality rate: Rate of deaths from a given condition compared with a specified
population
■ Prevalence: Proportion of a population with a given condition
■ Age-adjusted rate: Statistically modified rate that eliminates the effect of different age
distributions in the populations
Conventions:
■ Core indicators are separated from drivers by a heavy border.
■ Certain indicators are available by ethnicity, which shows disparities in certain
populations. Those tables follow each of the overall health need tables if available.
■ Rates are per 100,000 unless otherwise noted.
■ Data are rounded to the tenths if available. If the data point is less than 1.0, then it is
presented to the hundredths.
■ Data that are worse than benchmarks are emboldened.
■ Data that are 5% (not five percentage points, but five percent) worse than benchmarks
are marked with a diamond (◆).
■ Data where trends are available denoted with the dagger (†) symbol.
■ Benchmark values represent the California state average except where noted:
o Benchmark values with the (H) superscript indicate that the Healthy People 2020
benchmark is more stringent than the state average.
o Benchmark values with the (US) superscript indicate that figure represents the
national (United States) average rather than the state average; this occurs in
cases where the state average was not made available.
■ Indicator details, including the definition and original source, may be found in
“Secondary Data Indicators” list provided separately.
■ We use the shorthand “Afr / Afr Anc” for the term “African/African Ancestry” or “of
African descent” to refer to all African people. Please note that the data sources from
which ethnicity data are provided may use the terms “Black” and/or “African-American”
in their surveys and studies. The term African ancestry is more inclusive and
emphasizes the connectedness of all African people.
■ We use the shorthand “Hisp / Lat (Any Race)” for the term “Hispanic / Latinx (Any
Race),” “Pac Isl” for the term “Pacific Islander,” and “Native Am” for the term “Native
American.”
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nearly 94% reported that they have a regular place they take their child for
medical check-ups.11 This was reported in smaller proportions by respondents
with a high school diploma or less (87%), and individuals earning less than 200%
FPL (87%).
■ Access to Physicians:
o Difficulty Getting in to See a Doctor: About 11% of Quality of Life survey
respondents countywide (N=1,581) indicated they had difficulty seeing a doctor.11
This affected greater proportions of respondents earning less than 200% FPL
(20%) and Latinx respondents (17%).11
■ Fair/Poor Access to Social Services: Over 21% of Quality of Life survey respondents
countywide (N=1,581) rated the ease with which they are able to get social services in
their community as fair or poor.11 Greater proportions of Latinx (29%), low-income
(30%), and African ancestry (34%) respondents rated social services access as
fair/poor.11
■ Dental Insurance:
o Dental Insurance: About two thirds of Quality of Life survey respondents
countywide (N=1,581) reported having dental insurance.11 This was the case for
smaller proportions of respondents earning less than 200% FPL (42%) and older
adult (65+) respondents (44%).11
o Lack of Insurance Prevented Dental Care: About 30% of Quality of Life survey
respondents countywide (N=1,581) indicated that they or a family member(s)
have dental problems they cannot take care of because of a lack of insurance.11
This affected greater proportions of Latinx respondents (44%) and adults age 1839 (45%).11
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■

■

■

■

o Lack of Affordable Housing: Fully “80% [of] low-income households have
unaffordable housing.”14
Homelessness: Three percent of the Quality of Life survey respondents countywide
(N=1,581) reported that they had been homeless at least once in the past two years.11
Respondents most likely to report having been homeless in the past two years are
adults age 18-39 (8%) and Asian/Pacific Islanders (7%).11
Home Ownership: Over 60% of the Quality of Life survey respondents countywide
(N=1,581) reported owning a home.11 Much smaller proportions of Latinx (36%) and
low-income (33%) respondents reported owning a home.11
Housing Costs:
o Share Housing Costs with Non-Partner for Affordability: Over 21% of the Quality
of Life survey respondents countywide (N=1,581) reported sharing housing costs
with someone other than a spouse or partner in order to limit expenses.11
Respondents most likely to report sharing costs in this way were of African
ancestry (31%), Latinx (36%), and adults age 18-39 (37%).11
o Housing Costs: “Housing costs increased nearly 70% in the past 5 years.”14
o Future Cost of Living: “In the next 24 years[,] low income households will spend
67% of income on housing and transportation.”14
Older Dependents: Nearly 12% of Quality of Life survey respondents countywide
(N=1,581) reported that they had older dependents living in their household because
these older individuals were unable to live alone.11 This was reported in higher
proportions by adults age 18-39 (21%), and Asian/Pacific Islanders (23%).11
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■
■

■

■
■
■

Handling Conflict: Over one third (37%) of teen respondents did not know non-violent
ways to deal with conflict (N=3,284).13
Juvenile Arrests:
o “African Americans have the highest juvenile arrest rate of 48 per 100,000 in
2011 compared to 3.1 per 100,000 for their white counterparts.”13
o “Hispanics make up 50% of juvenile felony arrests… Issues with racial profiling,
discrimination, and lack of opportunity may influence these outcomes.”13
Perception of Safety:
o Neighborhood Safety is Fair/Poor: About 10% of Quality of Life survey
respondents countywide (N=1,581) rated the safety, security, and crime control in
their neighborhood to be fair or poor.11 Fair/poor ratings were more likely to be
given by respondents with a high school diploma or less (21%) and low-income
respondents (19%).11
o Perception of Safety, Youth: “Only 53% of all [teen] respondents reported feeling
safe in their community” (N=3,284).13
o Crime in Neighborhood is Getting Much/a Little Worse: Close to 16% of Quality
of Life survey respondents countywide (N=1,581) believed the problem of crime
in their neighborhood was getting much or a little worse.11 Coastside respondents
were more likely to say crime is getting work in their neighborhood (21%).11
Truancy: “In 2012, … 63% of students attending non-traditional schools reported being
truant during the school year.”13
Witnessing Violence at School: “28% of [teen] respondents reported seeing violence at
their schools” (N=3,284).13
Witnessing Violence in Community: “30% of [teen] respondents reported seeing
violence in their community” (N=3,284).13

Community Infrastructure & Housing Quality
■ Physical Environment of Community is Fair/Poor: About 12% of Quality of Life survey
respondents countywide (N=1,581) considered the physical environment in their
community to be fair or poor.11 Double or greater proportions of south county residents
(24%), Latinxs (25%), and African ancestry (27%) respondents felt this way.11
Natural Environment/Climate
■ Low Birth Weight: Multiple births (e.g., twins) are more likely to be low birth weight;
countywide, 5.1% of singleton births were low birth weight.11
Transportation & Traffic
■ Commute to Work – By Public Transit: Among the population commuting for work, men
and adults age 45-54 are least likely to use public transportation.18
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Future Cost of Living: “In the next 24 years[,] low income households will spend 67% of
income on housing and transportation.”14
■ Motor Vehicle Accidents: The leading mechanism of injury for adults 18-65 is motor
vehicle collisions.16
■ Reliability of Public Transit: About 60% of Quality of Life survey respondents countywide
(N=1,581) reported that they could rely on public transportation to get to work,
appointments, and shopping.11 Only about half that proportion (34%) of Coastside
respondents felt they could rely on public transit for such tasks.11
■
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county in the past year due to the cost of living.11 Respondents most likely to
have considered leaving the county due to cost of living were African ancestry
(53%), Latinx (54%), and adults age 18-39 (54%).11
■ Employment and Benefits:
o Local Employment Opportunities are Fair/Poor: About 15% of the Quality of Life
survey respondents countywide (N=1,581) considered the employment
opportunities that exist in this area to be fair or poor.11 More than twice the
proportion of respondents on the Coastside felt this way (34%), and 26% of
African ancestry respondents felt this way.11
o Job Does Not Offer Health Benefits: More than one quarter of Quality of Life
survey respondents countywide (N=1,581) who were employed reported that
their job offered no health benefits.11 This was reported in greater proportions by
Latinxs (35%), south county respondents (36%), and individuals earning less
than 200% FPL (56%).11
■ Home Ownership: Over 60% of the Quality of Life survey respondents countywide
(N=1,581) reported owning a home.11 Much smaller proportions of Latinx (36%) and
low-income (33%) respondents reported owning a home.11
■ Income and Finances:
o Population Below 200% FPL: About 17% of the Quality of Life survey
respondents countywide (N=1,581) reported earning below 200% of the Federal
Poverty Limit.11 This was reported in greater proportions by respondents with a
high school diploma or less (51%) and Latinxs (35%).11
o Family’s Financial Situation is Fair/Poor: About 19% of the Quality of Life survey
respondents countywide (N=1,581) considered their personal or family financial
situation to be fair or poor.11 This was reported in greater proportions by Latinx
(31%) and African ancestry respondents (32%).11
o Persons Age 65+ in Poverty: Of persons age 65+ living in poverty, Latinxs and
individuals of multiple ethnicities are overrepresented, as are individuals age
75+.18
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Data without Benchmarks
Certain indicators were available that had no statewide or national comparison. These data are
described below.
■ Fair/Poor Access to Social Services: Over 21% of Quality of Life survey respondents
countywide (N=1,581) rated the ease with which they are able to get social services in
their community as fair or poor.11 Greater proportions of Latinx (29%), low-income
(30%), and African ancestry (34%) respondents rated their social services access as
fair/poor.11
■ Community is Fair/Poor Place to Live: Just under 10% of Quality of Life survey
respondents countywide (N=1,581) considered their community as a fair or poor place
to live.11 Greater proportions of south county residents (17%), Latinx residents (17%),
and African ancestry residents (20%) felt this way.11
■ Community Connectedness:
o Community Connectedness – Feel Not Very or Not at All Connected: About one
third of Quality of Life survey respondents countywide (N=1,581) reported that
they felt not very or not at all connected to their community.11 Higher proportions
of men (41%) and Asian/Pacific Islander (40.5%) respondents felt this way.11
o Adults Age 65+ Living Alone: Nearly 36% of Quality of Life survey respondents
countywide (N=1,581) who were adults age 65+ indicated they were living
alone.11 This was indicated by greater proportions of older adult women and
middle income (200-400% FPL) respondents than others.11
o Lack of Meaningful Connections to Community (Youth): “Students attending nontraditional schools reported lower rates of meaningful connections in their
community” than students attending traditional schools.13
■ Experiences of Discrimination:
o Ethnic Discrimination – Physical Symptoms: The Quality of Life survey asked
respondents whether they had recently experienced any physical symptoms as a
result of how they were treated based on their race. Overall, less than 7% of
Quality of Life survey respondents countywide (N=1,581) said they had
experienced such physical symptoms.11 However, nearly 18% of African ancestry
respondents and over 11% of Asian/Pacific Islander respondents reported
experiencing such physical symptoms as a result of how they were treated based
on their race.11
o Ethnic Discrimination – Emotional Upset: Similarly, just over 10% of Quality of
Life survey respondents countywide (N=1,581) said they had experienced
emotional upset as a result of how they were treated based on their race.11
Nearly 25% of African ancestry respondents, 14% of Latinx respondents, and
14% of Asian/Pacific Islander respondents reported experiencing such emotional
upset as a result of how they were treated based on their race.11
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o Discrimination Due to Mental Health Problems, Youth: “Youth who have mental
health problems… are more likely to have felt discriminated against than youth
who have no mental health problems” (N=3,284).13
o Discrimination Due to Physical Disabilities, Youth: “Youth who have …physical
disabilities are more likely to have felt discriminated against than youth who have
no …physical disabilities” (N=3,284).13
Lack Support: About 14% of Quality of Life survey respondents countywide (N=1,581)
reported that they had someone they could turn to if they needed or wanted help
“little/none of the time.”11 These proportions were higher (i.e., worse) for respondents
earning less than 200% FPL (32%) and respondents with a high school diploma or less
(31%).11
LGBTQI: About 6% of Quality of Life survey respondents countywide (N=1,417)
identified as gay, lesbian, or bisexual.11
Community Tolerance for Racial/Cultural Differences is Fair/Poor: Just under 10% of
Quality of Life survey respondents countywide (N=1,581) considered the level of
racial/cultural tolerance in their community to be fair or poor.11 Greater proportions of
African ancestry residents (21%), low-income residents (15%), and Latinx residents
(15%) felt this way.11
Trust Local Government Seldom/Never: Nearly 18% of Quality of Life survey
respondents countywide (N=1,581) indicated that they seldom or never trusted local
government to work for the best interest of their community.11 More than twice as many
low-income respondents (39%) felt this way.11

SETON MEDICAL CENTER AND SETON COASTSIDE • 2019 CHNA REPORT: ATTACHMENT 4

164

Inadequate Prenatal Care: Countywide, just 1.6% of births received late (as opposed to
adequate) prenatal care.11
■ Low Birth Weight: Multiple births (e.g., twins) are more likely to be low birth weight;
countywide, 5.1% of singleton births were low birth weight.11
■ Sex Education: About “74% of [teen] respondents reported that they feel they are
making informed decisions about sex and their sexuality” (N=3,284).13
■ Teen Births: The birth rate among teen mothers ages 12-14 is 0.4 per 1,000 and among
teen mothers ages 15-17 is 4.3 per 1,000.11
■
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Hypertension and High Cholesterol:
o Hypertension/High Blood Pressure Prevalence, Adults Native Hawaiians/Pacific
Islanders are overrepresented among individuals with high blood pressure.20
o High Blood Pressure Medication Use: Among Quality of Life survey respondents
who reported having hypertension, more than three quarters (79%) indicated that
they are currently taking medication to control high blood pressure.11Older adults
(age 65+) were over-represented among those taking such medication (91%), as
were women (85%).11
o High Cholesterol Medication Use: Among Quality of Life survey respondents who
reported having high cholesterol, 64% indicated that they are currently taking
medication to lower their blood cholesterol level.11Older adults (age 65+) were
over-represented among those taking such medication (85%).11
■ Stroke-Related ER Visits:
o ER Visit Rate, Stroke: The average crude Emergency Room visit rate (per 1,000
people) for stroke, countywide, was 13.18.11 Rates are highest for people of
African ancestry (89.4per 100,000) and Whites (80.6per 100,000).11
o ER Visit Rate, Hypertension: The average crude Emergency Room visit rate (per
1,000 people) for hypertension, countywide, was 1,031.87.11 Rates are highest
for Pacific Islanders (8,119.7per 100,000) and people of African ancestry
(7,632.8per 100,000).11
■ Stroke & CVD Related Factors:
o Regular Vigorous Physical Activity (Adults): More than one third (38%) of Quality
of Life survey respondents countywide (N=1,581) indicated that they engage in
vigorous physical activity three or more times per week.11 These proportions
were smaller among respondents who earn less than 200% FPL (32%) and
among older adults (age 65+) (28%).
o Adequate Fruit/Vegetable Consumption (Adults): Only 15% of Quality of Life
survey respondents countywide (N=1,581) reported that they eat the
recommended number of daily servings of fruits and vegetables.11 These
proportions were even smaller among respondents who earned less than 200%
FPL (7.4%) and respondents with a high school diploma or less (3.8%).11
■ Stroke was the #4 cause of death in the county.7
■
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Data without Benchmarks
Certain indicators were available that had no statewide or national comparison. These data are
described below.
■ Diabetes:
o ER Visit Rate, Diabetes: The average crude Emergency Room visit rate (per
1,000 people) for diabetes, countywide, was 471.7.11 Rates are highest for
Pacific Islanders (4,754.5 per 100,000) and people of African ancestry (3,564.8
per 100,000).11
o Cause of Death: Diabetes was tied for the #7 cause of death in the county.7
■ Engage in Healthy Behaviors: Less than 4% of Quality of Life survey respondents
countywide (N=1,581) engage in “healthy behaviors” (do not smoke cigarettes, are not
overweight [based on BMI], exercise at least three times per week for at least 20
minutes each time, eat five or more servings of fruit/vegetables per day).11 These
proportions are even smaller among men (1.4%), respondents who earn less than
200% FPL (0.7%), and respondents with a high school diploma or less (0.3%).11
■ Overweight Adults: Over one third of Quality of Life survey respondents countywide
(N=1,581) reported being overweight.11
■ Obesity/Overweight & Diabetes Related Factors:
o Regular Vigorous Physical Activity (Adults): More than one third (38%) of Quality
of Life survey respondents countywide (N=1,581) indicated that they engage in
vigorous physical activity three or more times per week.11 These proportions
were smaller among respondents who earn less than 200% FPL (32%) and
among older adults (age 65+) (28%).
o Diet:
▪ Adequate Fruit/Vegetable Consumption (Adults): Only 15% of Quality of
Life survey respondents countywide (N=1,581) reported that they eat the
recommended number of daily servings of fruits and vegetables.11 These
proportions were even smaller among respondents who earned less than
200% FPL (7.4%) and respondents with a high school diploma or less
(3.8%).11
▪ Sugar-Sweetened Beverages:
• Sugar-Sweetened Beverage Consumption (Adults): About 18% of
Quality of Life survey respondents countywide (N=1,581) reported
that they consume sugar-sweetened beverages daily.11
o Over 13% specifically indicated that they consume at least
one soda or pop containing sugar per day.11 The highest
proportions of respondents drinking at least one sugarsweetened soda/pop each day were south county residents
(18%), Latinxs (19%), and respondents with a high school
education or less (26%).11
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o About 10% specifically indicated that they consume at least
one sugar-sweetened fruit drink per day.11 The highest
proportions of respondents drinking at least one sugarsweetened fruit drink each day were respondents earning
between 200% and 400% of FPL (16%).11
• Sugar-Sweetened Beverage Consumption (Youth): “[C]onsumption
by adolescents age 12-17 increased to 56% drinking one or more
sugar-sweetened beverages per day.”13
▪ Teeth Removed Due to Poor Oral Health: Over 20% of Quality of Life
survey respondents countywide (N=1,581) reported that three or more of
their permanent teeth had been removed due to tooth decay or gum
disease.11 This was the case for greater proportions of respondents with a
high school education or less (37%), respondents earning less than 200%
FPL (32%), and respondents of African ancestry (31%).11
o Food Store Quality/Affordability: “On av[erage,] 20-30% of [food] stores in low
income neighborhoods meet the basic quality and affordability standards” in San
Mateo County.14
■ Received Informal Food Support: More than 6% of Quality of Life survey respondents
countywide (N=1,581) indicated that they had gone to a food bank or otherwise received
free meals in the past year.11 This figure was higher among low-income respondents
(17%) and respondents from the Coastside (12%).11
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Data without Benchmarks
Certain indicators were available that had no statewide or national comparison. These data are
described below.
Mental Health/Emotional Well-Being
■ Felt Worried/Tense/ Anxious (Average Days/Month): On average, Quality of Life survey
respondents countywide (N=1,581) indicated that they felt worried, tense, or anxious on
four out of the past 30 days.11
■ Bullying:
o Cyberbullying: Nearly one in five (19%) “of [teen] females reported being bullied
or harassed via the internet compared to 11% of [teen] males” (N=3,284).13
o Absenteeism Due to Cyberbullying: A total of “11% of [teen] respondents who
reported being bullied or harassed via the internet missed one or more days of
school in the past month” (N=3,284).13
■ Community Connectedness:
o Community Connectedness – Feel Not Very or Not at All Connected: About one
third of Quality of Life survey respondents countywide (N=1,581) reported that
they felt not very or not at all connected to their community.11 Higher proportions
of men (41%) and Asian/Pacific Islander (40.5%) respondents felt this way.11
o Adults Age 65+ Living Alone: Nearly 36% of Quality of Life survey respondents
countywide (N=1,581) who were adults age 65+ indicated they were living
alone.11 This was indicated by greater proportions of older adult women and
middle income (200-400% FPL) respondents than others.11
o Lack of Meaningful Connections to Community (Youth): “Students attending nontraditional schools reported lower rates of meaningful connections in their
community” than students attending traditional schools.13
■ Experienced Depressive Symptoms (Average Days/Month): On average, Quality of Life
survey respondents countywide (N=1,581) indicated that they felt sad, blue, or
depressed on 2.5 out of the past 30 days.11 Respondents earning less than 200% FPL
reported feeling that way on 4.3 out of the past 30 days.11
■ Discrimination Due to Mental Health Problems, Youth: “Youth who have mental health
problems… are more likely to have felt discriminated against than youth who have no
mental health problems” (N=3,284).13
■ History of Mental Health Issues: About 10% of Quality of Life survey respondents
countywide (N=1,581) reported a history of problems with mental/emotional illness.11
The proportions who reported such a history were higher among adult respondents age
18-39 (over 17%) and Latinx respondents (15%).11
■ Lack Support: About 14% of Quality of Life survey respondents countywide (N=1,581)
reported that they had someone they could turn to if they needed or wanted help
“little/none of the time.”11 These proportions were higher (i.e., worse) for respondents
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earning less than 200% FPL (32%) and respondents with a high school diploma or less
(31%).11
Pain:
o Ambulance Transport, Pain: Of all ambulance transports initiated by a call to 911,
pain was the primary impression (main reason for the call) in 12.1% of cases.16
o Pain Interfered with Usual Activities (Average Days/Month): On average, Quality
of Life survey respondents countywide (N=1,581) indicated that pain made it hard
to do their usual activities on 3.5 out of the past 30 days.11 Respondents of
African ancestry experienced this interference more often (4.2 of the past 30
days), as did respondents earning less than 200% FPL (5.2 of the past 30
days).11
Perception of Safety, Youth: “Only 53% of all [teen] respondents reported feeling safe in
their community” (N=3,284).13
Poor Physical or Mental Health Interfered with Usual Activities (Average Days/Month):
On average, Quality of Life survey respondents countywide (N=1,581) indicated that
their physical/mental health had prevented their usual activities three out of the past 30
days.11 The average for respondents earning less than 200% FPL was 4.3 days, and for
African ancestry respondents was 3.5 days.11
Poor Mental Health:
o Poor Mental Health (Average Days/Month): On average, Quality of Life survey
respondents countywide (N=1,581) indicated that their mental health was not
good on two out of the past 30 days.11
o ER Visit Rate: Mental Health Issues: Young adults (age 18-24 and 25-34) and
adults age 85+ are the most likely among the population of all ages to visit the
emergency room for mental health issues.5
Poor Sleep (Average Days/Month): On average, Quality of Life survey respondents
countywide (N=1,581) said that they felt they didn’t get enough sleep on 7.6 out of the
past 30 days.11 Among the populations of respondents who reported more days of poor
sleep were African ancestry respondents (9 days), respondents earning less than 200%
FPL (8.6 days), and adults age 18-39 (8.6 days).11
Have Ever Sought Professional Help for Mental/Emotional Problem: Nearly one third of
Quality of Life survey respondents countywide (N=1,581) reported that they had ever
sought help from a professional for a mental/emotional problem.11 Among the
populations of respondents less likely to report they had ever sought professional help
were men (26%), older adults (age 65+) (24%), Asian/Pacific Islanders (20.5%), and
respondents with a high school diploma or less (18%).11
High Stress on Typical Day: More than half of the Quality of Life survey respondents
countywide (N=1,581) reported that their typical day contained a low level of stress,
while 39% reported a moderate level of stress and six percent reported a high level of
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stress.11 A greater proportion of respondents from the Coastside (11%) reported a high
level of stress.11
Suicidal Ideation: A total of “38% of [teen] female and 23% of [teen] male respondents
reported having suicidal thoughts” (N=3,284).13
Suicide:
o The age-adjusted, countywide suicide mortality rate was 9.5 per 100,000
people.11
o Nearly three quarters of the suicides in San Mateo County between 2010 and
2015 were male.11
o The crude countywide suicide rate per 100,000 was highest for middle-aged
adults (ages 45-64, 7.2 per 100,000).11 Note, there were no suicide deaths in
individuals under the age of 20 in year 2016 in San Mateo County.11
o Suicide mortality rates for Latinxs and Asian/Pacific Islanders rose from 2014 to
2015, as did suicide mortality rates for age groups 20-24 and 25-44.11Whites had
the highest crude rate of suicide in the county between 2010 and 2015 (13.7 per
100,000), followed by people of African ancestry (10.5 per 100,000).11
o The crude rate of suicide deaths between 2010 and 2015 was highest in the midcounty area (54.3 per 100,000); this was followed by the coast (52.9 per
100,000), the south county area (46.3 per 100,000), and the north county area
(43.9 per 100,000).11
o Suicide was the #11 cause of death in the county.7
Witnessing Violence at School: “28% of [teen] respondents reported seeing violence at
their schools and 30% reported seeing violence in their community” (N=3,284).13
Witnessing Violence in Community: “28% of [teen] respondents reported seeing
violence at their schools and 30% reported seeing violence in their community”
(N=3,284).13

Tobacco/Substance Use
■ Chronic liver disease/cirrhosis was the #9 cause of death in the county.7
■ Marijuana:
o Recent Marijuana Use: Fully 20% of San Mateo County Behavioral Health and
Recovery Services survey respondents countywide (N=3,981) reported that they
had used marijuana in the past month.17
o Used Marijuana or Hashish Recently: In contrast, about 13% of Quality of Life
survey respondents countywide (N=1,581) indicated they had used marijuana or
hashish at least once in the past 30 days.11
▪ Form of Marijuana Use: The most popular form of marijuana use among
Quality of Life survey respondents (N=179) was smoking (62%);
approximately one third had also used it in vaporized form (35%) or in
edible form (32%).11
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Used Marijuana or Hashish Recently: Among Quality of Life survey
respondents who had used marijuana or hashish in the past 30 days
(N=179), most (57%) had only used it once in a day, and most of the rest
(20%) had used it twice in a day.11
Other Drugs: About 4% of Quality of Life survey respondents countywide (N=1,581)
reported having used any illicit drugs.11
Coping and Drug Use, Youth: Youth who reported using drugs engaged in positive
coping strategies (e.g., talking to a friend, having an artistic outlet) in much lower
proportions (13-26%) than youth who reported not using drugs (74-87%) (N=3,284).13
Drug/Alcohol Education:
o Effective Drug/Alcohol Prevention, Youth: “Only 55% of [teen] respondents
reported that their schools provided effective drug and alcohol prevention
services” (N=3,284).13
o Know Where to Access Treatment for a Drug-Related Problem if Needed: Nearly
half (47%) of Quality of Life survey respondents countywide (N=1,581) indicated
they knew where to access treatment for a drug-related problem if they or
someone in their family needed it.11 Only about 40% of respondents on the
Coastside knew where to access such treatment if needed.11
Drug-Related Deaths:
o The age-adjusted, countywide drug overdose mortality rate (from all drugs) was
6.78 per 100,000 people.11 This rate includes both ICD 10 codes and coroner
case review. The rate when counting only ICD 10 codes was 4.57 per 100,000.11
o The crude rates per 100,000 are highest for adults in late middle-age (ages 5564, 25.5 per 100,000 ICD 10 and coroner, 14.7 per 100,000 ICD 10 only).11
o Drug-induced death was the #10 cause of death in the county.7
Emergencies:
o Ambulance Transport, Behavioral Health: Of all ambulance transports initiated by
a call to 911, behavioral health was the primary impression (main reason for the
call) in 4.4% of cases.16
o Ambulance Transport, Toxicological Issues: Of all ambulance transports initiated
by a call to 911, toxicological issues (accidental or intentional poisoning by
alcohol, drugs, or other toxins) were the primary impression (main reason for the
call) in 5% of cases.16
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Data without Benchmarks
Certain indicators were available that had no statewide or national comparison. These data are
described below.
■ Usual Source of Dental Care: Almost 82% of Quality of Life survey respondents
countywide (N=1,581) reported having a usual source of dental care.11 This was the
case for a smaller proportion of respondents earning less than 200% FPL (57%).11
■ Insurance:
o Dental Insurance: About two thirds of Quality of Life survey respondents
countywide (N=1,581) reported having dental insurance.11 This was the case for
smaller proportions of respondents earning less than 200% FPL (42%) and older
adult (65+) respondents (44%).11
o Lack of Insurance Prevented Dental Care: About 30% of Quality of Life survey
respondents countywide (N=1,581) indicated that they or a family member(s)
have dental problems they cannot take care of because of a lack of insurance.11
This affected greater proportions of Latinx respondents (44%) and adults age 1839 (45%).11
■ Sugar-Sweetened Beverages:
o Sugar-Sweetened Beverage Consumption (Adults): About 18% of Quality of Life
survey respondents countywide (N=1,581) reported that they consume sugarsweetened beverages daily.11
▪ Over 13% specifically indicated that they consume at least one soda or
pop containing sugar per day.11 The highest proportions of respondents
drinking at least one sugar-sweetened soda/pop each day were south
county residents (18%), Latinxs (19%), and respondents with a high
school education or less (26%).11
▪ About 10% specifically indicated that they consume at least one sugarsweetened fruit drink per day.11 The highest proportions of respondents
drinking at least one sugar-sweetened fruit drink each day were
respondents earning between 200% and 400% of FPL (16%).11
o Sugar-Sweetened Beverage Consumption (Youth): “[C]onsumption by
adolescents age 12-17 increased to 56% drinking one or more sugar-sweetened
beverages per day.”13
■ Teeth Removed Due to Poor Oral Health: Over 20% of Quality of Life survey
respondents countywide (N=1,581) reported that three or more of their permanent teeth
had been removed due to tooth decay or gum disease.11 This was the case for greater
proportions of respondents with a high school education or less (37%), respondents
earning less than 200% FPL (32%), and respondents of African ancestry (31%).11
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Summary List of Sources
Health needs data found in this document were collected primarily from the publicly available
Community Commons data platform (https://www.communitycommons.org/maps-data/) and a
related data platform (http://www.CHNA.org). Other data were reviewed and provided by San
Mateo County Health’s Division of Public Health, Policy, and Planning and are noted in the
report. Pertinent data points on health needs from these sources are included in data tables
with superscript notation:
1 Community

Commons Data Platform
CHNA.org Data Platform
3 Centers for Disease Control and Prevention State Profiles
4 California Department of Education
5 Office of Statewide Health Planning and Development
6 California Department of Public Health, EpiCenter California Injury Data
7 California Department of Public Health, County Health Status Profiles
8 California Department of Public Health, Immunization Branch
9 California Department of Public Health, California Cancer Registry (CCR) Fact Sheet
10 California Department of Public Health, Tuberculosis Branch
11 San Mateo County Health
12 County Health Rankings & Roadmaps, Robert Wood Johnson Foundation
13 County of San Mateo, Board of Supervisors, Adolescent Report
14 Get Healthy San Mateo County
15 Insight Center for Community Economic Development
16 County of San Mateo Emergency Medical Services
17 San Mateo County Behavioral Health and Recovery Services
18 U.S. Census Bureau
19 Zilpy.com Rental Estimates
20 California Health Interview Survey
21 U.S. Department of Health & Human Services, Centers for Medicare and Medicaid
Services
22 California Department of Public Health
23 Feeding America
24 Centers for Disease Control and Prevention, Behavioral Risk Factor Surveillance System
25 The Dartmouth Atlas of Health Care
26 California Department of Public Health, Sexually Transmitted Diseases Control Branch
2

For an index that lists full original sources and years as well as indicator descriptions, see
Attachment 3, Secondary Data Indicators.
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Attachment 5. Community Assets and Resources
Programs and resources available in San Mateo County to meet identified community health
needs are listed on the following pages.
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ACCESS TO HEALTH CARE RESOURCES
HEALTH CARE FACILITIES AND AGENCIES
In addition to assets and resources available to address specific health needs, the following
health care facilities are available in the county. Many hospitals provide charity care and cover
Medi-Cal shortfalls.
Hospitals and Health Systems
Kaiser Foundation Hospital–Redwood City
Kaiser Foundation Hospital–South San Francisco
Lucile Packard Children's Hospital Stanford
Menlo Park Surgical Hospital
Mills Health Center
Mills-Peninsula Medical Center
Peninsula Healthcare District
San Mateo County Medical Center
Sequoia Healthcare District
Sequoia Hospital
Seton Medical Center/Seton Coastside
Stanford Health Care

City/Region
Redwood City
South San Francisco
Palo Alto
Menlo Park
San Mateo
Burlingame
San Mateo
Redwood City
Daly City/Moss Beach
Palo Alto

Clinics*
City/Region
Arbor Free Clinic, Cardinal Free Clinics
Menlo Park
Belle Air School Health Clinic
San Bruno
Clinic by the Bay
San Francisco
Daly City Youth Health Center
Daly City
Lucile Packard Children’s Hospital Stanford
Mobile Health Services
Planned Parenthood
Multiple locations
Ravenswood Family Health Center EPA
RotaCare Bay Area
Half Moon Bay and Daly City
Samaritan House Free Clinic
San Mateo and Redwood City
San Mateo Medical Center Clinics
Multiple locations
Sequoia Teen Health Center/Sequoia High School Redwood City
Student Health Clinic
Belle Air School (San Bruno Park School
District)
*Does not include private health care services. Please use 2-1-1 for lists of those clinics.
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OTHER GENERAL HEALTH CARE RESOURCES
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪

Health Benefits Resource Center
Community Gatepath
Community Health Education Programs
- See Hospitals and Health Systems
Daly City Partnership Social Services
Daly City Peninsula Partnership Collaborative, Health Aging Response Team
Edgewood Center for Children and Families
Family Caregiver Alliance (FCA)
Get Healthy San Mateo County
Get Up & Go, Escorted senior transportation
The Latino Commission
Kaiser Permanente Education Theater Program
Mental Health Association of San Mateo County

▪
▪
▪
▪
▪
▪
▪
▪

Mid‐Peninsula Boys & Girls Club
Mission Hospice & Home Care
Northeast Medical Services (NEMS)
Ombudsman Services of San Mateo County
Pacifica Collaborative
Pathways & Home Health & Hospice
Peninsula Library System
Puente de la Costa Sur

▪
▪
▪
▪
▪
▪
▪

Redi‐wheels program
San Mateo County Paratransit Coordinating Council
San Mateo County Access and Care for Everyone (ACE) health plan
San Mateo County Access to Care for Everyone Program Supports
San Mateo Medical Association Community Service Foundation
SCAN Foundation
STEPS dues subsidy program
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Key Informant Protocol – Professionals
Introduction – 5 mins
•
•

•
•

•

•

Welcome and thanks
What the project is about:
▪ Identifying health needs in our community
(called the Community Health Needs Assessment or CHNA)
▪ Required of all non-profit hospitals in the U.S. every three years
▪ The hospitals (Seton, Kaiser SSF and Redwood City, Peninsula, Sequoia,
Stanford, and LPCH) who serve San Mateo County residents are working
together to meet this requirement
▪ Will inform the investments that hospitals make to address community
needs
Scheduled for one hour - does that still work for you?
Today’s questions:
▪ Most pressing health needs in San Mateo County
▪ Your perspective on [expertise area]
▪ How access to care and mental health play a part in those needs
▪ Which populations may have different or worse needs or experiences
▪ Your suggestions for improvement
What we’ll do with the information you tell us today
▪ Notes will go to hospitals
▪ Would like to record so that we can get the most accurate record possible
▪ Will not share the audio itself
▪ Can keep anything confidential – even the whole interview. Let me know
at any time.
▪ Permission to record?
Any questions before I begin? [If interviewer does not have the answer, commit
to finding it and sending later via email.]

Health Needs Prioritization – 6-10 min.
Part of our task today is to find out which health needs you think are most important.
You may want to take a look at the list we sent you of the most common needs from the
2016 CHNA. You can see that some of them are health conditions, and others reflect
the social determinants of health (housing, education, cost of living, environment, etc.).
Thinking specifically about San Mateo County …
1. Are there any needs that should be added to the list?
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Expertise Area – 20 mins
You are here to share your expertise/experience about [e.g., senior health].
2. Which three needs (2016 and others added) do you believe are the most
important to address here in the next few years for the population you serve?
[See table above.]
I am going to take you through a few questions about each of these needs.
3. When you think about [health need 1]…
▪ What are people struggling with?
▪ What barriers exist to seeing better health in this area?
4. Are some people better or worse off?
Prompts: Differences by age, education level, disability status, income (affecting
housing and transportation), etc.
[Repeat 3-4 for each health need they prioritized.]
5. Lastly, are you seeing any trends related to these needs in the last three
years?
Access to Care – 5 mins
We know that access to care impacts all aspects of health. (Access includes not only
having insurance and being able to afford co-pays/premiums, but also having a primary
care physician versus using urgent care or the ER, and being able to get timely
appointments with various providers.)
6. Would you say that health access [related to your specific expertise] is
sufficient or not?
7. Do you see differences among any particular groups in your work?
Prompts: Differences by age, education level, disability status, language, those
experiencing homelessness
Mental health – 5 mins
In recent assessments, mental health arose as a top health need. (By mental health, we
mean everything ranging from sub-clinical issues like stress, substance use disorder
through issues like anxiety or depression, all the way up to severe mental illness.)
8. Do you agree? In your opinion, what are the specific mental health needs in
our community?
Prompt: Conditions like stress or depression, outcomes like suicide, concerns
about stigma

SETON MEDICAL CENTER AND SETON COASTSIDE • 2019 CHNA REPORT: ATTACHMENT 6

221

9. a. In what ways might people who are struggling with mental health issues be
doing worse than others when it comes to health?
Prompt: Mental health issues driving other health needs?
b. In particular, how might stress be contributing to people’s specific health
issues?
Suggestions/Improvements/Solutions – 5-10 mins
In addition to what we have already talked about…
10. What opinions, if any, do you have on what should be in place in our
community to address these needs?
a. What types of services would you like to see in the community, that
aren’t already in place?
Prompt: Preventative care? Deep-end services? Workforce changes? Are
there any quick wins or low-hanging fruit?
b. What new/revised policies or other public health approaches are
needed, if any?
Prompt: Program models?
[Time permitting] Additional comments
We thank you so much for answering our questions. In the few minutes we have left, is
there anything else you would like us to add regarding community health needs?
Closing
OK, if anything occurs to you later that you would like to add to this interview, please
just let us know. Thank you for contributing your expertise and experience to the CHNA.
You can look for the hospital CHNAs to be made publicly available in 2019.
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Focus Group Protocols
During focus groups, facilitators presented the 2016 CHNA List (Table 1 of this
attachment). Questions found in these protocols refer to that list.

Focus Groups with Professional or Community Representatives
Introduction – 6 mins
•
•

•
•
•

•

•

•

Welcome and thanks
What the project is about:
▪ San Mateo County Community Health Needs Assessment
▪ Identifying unmet health needs in our community
▪ Ultimately, to plan on how to address health needs now and in future
Today’s questions (refer to agenda flipchart page)
Introductions (name and organization)
Confidentiality:
▪ When we are finished with all of the focus groups, we will look at all of the
transcripts and summarize the things we learn.
▪ Would like to record so that we can be sure to get your words right.
▪ Now that we have introduced ourselves, we will only use first names here
to preserve your anonymity. However, if you want to keep a comment
anonymous, you may not want to name your organization.
▪ We also will pull out some quotes so that the hospitals can hear your own
words. We will not use your name when we give them those quotes.
▪ Transcripts will go to hospitals if that is OK with you.
▪ Permission to record?
What we’ll do with the information you tell us today
▪ Hospitals will report the assessment to the IRS
▪ Hospitals will use information for planning future investments
Logistics
▪ We will end at
:_ .
▪ It is my job to move us along to stay on time. I may interrupt you; I don’t
mean any disrespect, but it is important to get to all of the questions and
get you out in time.
▪ Cell phones: On vibrate; please take calls outside.
▪ Bathroom location.
Guidelines: It’s OK to disagree, but be respectful. We want to hear from
everyone.
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Health Needs Prioritization – 10 min.
You are here to share your experience as a professional serving [e.g., seniors, persons
experiencing homelessness, young adults, etc.].
Part of our task today is to find out which health needs you think are most important for
the population you serve. This poster has a list of the health needs that the community
came up with when we did the Community Health Needs Assessment for San Mateo
County in 2016. Many of these we have already talked about.
[Read aloud from flipchart and define (e.g. “Access and Delivery” means insurance,
having a primary care physician, preventive care instead of ED, being treated with
dignity and respect, wait times, etc.).]
1. Are there any that should be added to the list?
2. Please think about the three from the list you believe are the most important to
address here in the next 3-4 years.
a. What we would like you to do is to take the three sticky dots you have there
and use them to vote for three health needs that you think are the most
important to address in the next few years. There may be some needs that
are very dire – like ones that cause death. But you are voting on the things
that you think may not be well-addressed now. In other words, some health
needs may have a lot of people working on them, and plenty of treatments or
medicines to address them. Others we may not understand as well, or there
may not be enough doctors or facilities out there to help people. Then we will
discuss the results of your votes.
3. Summarize voting results. Explain that we will spend the rest of our time reflecting
on these top priorities.
Health Needs Discussion, Including Expertise Area – 20 mins
4. When you think about this health need…
▪ What are people struggling with?
▪ What barriers exist to seeing better health in this area?
5. Which groups, if any, are better or worse off than others?
Prompts: Differences by age, education level, disability status, income (affecting
housing and transportation), etc.
6. What trends, if any, have you seen in the last three years?
Repeat questions 4-6 for each of the top health needs prioritized by the group.
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7. [If their expertise was not related to one or more of the needs chosen:] You are
here to share your expertise/experience about [e.g., senior health]. Let’s talk a
little about that; how does it relate to the community’s health needs?
Access to Care – 5 mins
We know that access to care impacts all aspects of health. (Access includes not only
having insurance and being able to afford co-pays/premiums, but also having a primary
care physician versus using urgent care or the ER, and being able to get timely
appointments with various providers.)
8. Would you say that healthcare access [related to the specific population you
serve] is sufficient? Why or why not?
9. What differences do you see, if any, among various groups in your work?
Prompts: Differences by age, education level, disability status, language, those
experiencing homelessness, immigration status, sexual orientation (i.e., LGBTQ).
Mental health – 5 mins
In recent assessments, mental health arose as a top health need. (By mental health, we
mean everything ranging from stress to mental illness.)
10. Do you agree? In your opinion, what are the specific mental health needs in
our community?
Prompt: Conditions like stress or depression, outcomes like suicide, concerns about
stigma
a. In what ways might people who are struggling with mental health issues be
doing worse than others when it comes to health?
Prompt: Mental health issues driving other health needs?
b. In particular, how might stress be contributing to people’s specific health
issues?
Suggestions/Improvements/Solutions – 5-10 mins
In addition to what we have already talked about…
11. What opinions, if any, do you have on what should be in place in our
community to address these needs?
a. What types of services would you like to see in the community, that
aren’t already in place?
Prompts:

SETON MEDICAL CENTER AND SETON COASTSIDE • 2019 CHNA REPORT: ATTACHMENT 6

225

-

Preventative care? Deep-end services?
Workforce changes?
Are there any quick wins or low-hanging fruit?

b. What new/revised policies or other public health approaches are
needed, if any?
Closing – 5 mins
•
•
•

Thank you
Repeat - What we will do with the information
Look for CHNA reports to be publicly available in 2019

Focus Groups with San Mateo County Residents
Introduction – 6 mins
•
•

•
•

•

•

Welcome and thanks
What the project is about:
▪ San Mateo County Community Health Needs Assessment
▪ Identifying unmet health needs in our community
▪ Ultimately, to plan on how to address health needs now and in future
Today’s questions (refer to agenda flipchart page)
Confidentiality:
▪ Would like to record so that we can be sure to get your words right.
▪ We will only use first names here to preserve your anonymity.
▪ Transcripts will go to hospitals if that is OK with you.
▪ When we are finished with all of the focus groups, we will look at all of the
transcripts and summarize the things we learn. We also will pull out some
quotes so that the hospitals can hear your own words. We will not use
your name when we give them those quotes.
What we’ll do with the information you tell us today:
▪ Hospitals will report the assessment to the IRS
▪ Hospitals will use information for planning future investments
Logistics
▪ We will end at
:_ .
▪ It is my job to move us along to stay on time. I may interrupt you; I don’t
mean any disrespect, but it is important to get to all of the questions and
get you out in time.
▪ Cell phones: On vibrate; please take calls outside.
▪ Bathroom location
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•

▪ Incentives – please sign the sheet
Guidelines: It’s OK to disagree, but be respectful. We want to hear from
everyone.

Health Needs Prioritization – 10 min.
You are here to share your experience as a [e.g., young adult].
Part of our task today is to find out which health needs you think are most important.
This poster has a list of the health needs that the community came up with when we did
the Community Health Needs Assessment for San Mateo County in 2016. Many of
these we have already talked about.
[Read aloud from flipchart and define (e.g. “Access and Delivery” means insurance,
having a primary care physician, preventive care instead of ED, being treated with
dignity and respect, wait times, etc.).]
1. Are there any that should be added to the list?
2. Please think about the three from the list you believe are the most important to
address here in the next few years.
a. What we would like you to do is to take the three sticky dots you have there
and use them to vote for three health needs that you think are the most
important to address in the next 3-4 years. There may be some needs that
are very dire – like ones that cause death. But you are voting on the things
that you think may not be well-addressed now. In other words, some health
needs may have a lot of people working on them, and plenty of treatments
and medicines to address them. Others we may not understand as well, or
there may not be enough doctors or facilities out there to help people. Then
we will discuss the results of your votes.
3. Summarize voting results. Explain that we will spend the rest of our time reflecting
on these top priorities.
Understanding the Needs – 15 mins
4. When you think about [health need1]…
▪ What are people struggling with?
▪ What barriers exist to people getting healthy or staying healthy?
[Repeat question 4 for each top health need.]
5. What about healthcare access?
▪ Is everyone able to get health insurance for their needs?
▪ Is everyone able to afford to pay for health services and medication?
▪ Is everyone able to get to the doctors they need when they need to?
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▪

Do people mostly have a primary care doctor, or do they mostly use
urgent care or the ER instead? [If the latter: Why?]

6. What about mental health? Mental health was one of the top health needs last
time.
(By mental health, we mean everything ranging from stress, substance use disorder
to mental illness.)
a. In your opinion, what are the specific mental health needs in our
community? Prompt: Conditions like stress or depression, outcomes like
suicide, concerns about stigma
b. Do you think that people who are struggling with mental health issues
are doing worse than others when it comes to these other health issues
we have listed? If so, how? (Drivers)
7. Do you think that things have been getting better, stayed the same, or gotten
worse, in the last three years or so? [If things have changed: How?]
Equity & Cultural Competency – 15 mins
8. Do you think that everyone in our community is getting the same health care,
and has the same access to care? If not, what are the barriers for them?
Prompt: Think about all of the people in our community… some have different
ethnicities, languages, sexual orientations, and religions. They may be disabled or
be low-income or be experiencing homelessness.
Suggestions/Improvements/Solutions – 5-10 mins
In addition to what we have already talked about…
9. What types of services, if any, does the community need more of?
Prompt: Preventative care? Deep-end services? Workforce changes?
10. What kinds of changes could those in charge here in San Mateo County
make to help all of us stay healthy?
Closing – 5 mins
•
•
•

Thank you
Repeat - What we will do with the information
Incentives – after you turn in the demographic survey
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#16

Title 11, California Code of Regulations, § 999.5(d)(5)(B)

A description of all charity care provided in the last five years by each health facility that is
a subject of the agreement or transaction
The costs of charity care for the last five years at the Seton Facilities are as follows:

Charity care costs are determined by identifying qualifying patients according to the Financial
Assistance Policy, attached to this Section 999.5(d)(5)(B) as Exhibit 1. The general ledger
captures the charges for each patient identified as a charity care patient. The aggregate charges for
these patients are multiplied by the cost-to-charge ratio and totaled for all patients.
We include on the page that follows a more detailed listing of charity care expense for fiscal years
2015 through 2019, breaking out costs by category of patient (i.e., inpatient, ED, and non-ED
outpatient) with volumes attributable to each category of services.

4827-4558-8919v.7 0115205-000006

4827-4558-8919v.7 0115205-000006

Title 11, California Code of Regulations,§ 999.5(d)(5)(B)
Exhibit 1

III. Definitions
“Amount Generally Billed” (AGB) means the maximum charge that may be
billed to a patient who is eligible for Financial Assistance under this Financial
Assistance Policy. No patient eligible for Financial Assistance will be charged more
than the AGB for the eligible service(s) (as defined below) provided to the patient.
Verity Health calculates the AGB on a facility-by-facility basis using the “lookback” method by multiplying the “Gross Charges” (as defined below) for any
Eligible Services that it provides by AGB percentages, which are based upon past
claims allowed under Medicare fee for services (FFS). Verity Health’s AGB
percentage and how the AGB percentages were calculated are reflected in the AGB
Calculation methodology, Attachment B1.
“Charity Care” means Medically Necessary Services provided at no cost to a
Financially Qualified Patient whose income is at or below 200 percent of the
Federal Poverty Level.
“Discounted Payment” means that a Hospital shall limit the expected payment for
Medically Necessary Services to a discounted rate for Financially Qualified
Patients whose income is between 201 and 350 percent, inclusive, of the Federal
Poverty Level.
“Essential Living Expenses” means expenses for any of the following: rent or
house payment and maintenance; food and household supplies; utilities and
telephone; clothing; medical and dental payments; insurance; school or child care;
child or spousal support; transportation and auto expenses, including insurance,
gas and repairs; installment payments; laundry and cleaning; and other
extraordinary expenses.
“Federal Poverty Level” (FPL) is defined by the poverty guidelines updated
annually in the Federal Register by the U.S. Department of Health and Human
Services. Current Verity FPL guidelines are reflected in Attachment B2. The Verity
Revenue Cycle Management (“RCM”) Department will update the FPL guidelines
annually upon publication of updated poverty guidelines in the Federal Register.
“Financially Qualified Patient” means a patient who is both of the following:
A patient who is a Self-Pay Patient, as defined in Section III.L, or a

1.

Patient with High Medical Costs, as defined in Section III.J; and
2. A patient whose family income does not exceed 350 percent of the
Federal Poverty Level.
“Gross Charges” are total charges on a patient account for all services provided.
“Hospital” when capitalized means one of the Verity Affiliated Hospitals listed on
Attachment A.
“Income” includes, but is not limited to, wages, salaries, Social Security payments,
public assistance, unemployment and workers’ compensation, veterans’ benefits, child
support, alimony, pensions, regular insurance and annuity payments, income from
estates and trusts, assets drawn down as withdrawals from a bank, sale of property or
liquid assets and one-time insurance or compensation payments.
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“Medically Necessary Service” means a service or treatment provided or billed by a
hospital that is either an emergency service or is otherwise necessary to treat or
diagnose a patient and could adversely affect the patient’s condition, illness or injury
if it were omitted, and the service or treatment is not considered an elective or
cosmetic surgery service or treatment.
“Patient with High Medical Costs” means a patient who meets all of the following
requirements:
1. A patient with third party coverage (i.e., not a Self-Pay Patient);
2. A patient whose family income does not exceed 350 percent of the Federal
Poverty Level; and,
3. A patient whose annual out-of-pocket costs incurred by the individual at the
Hospital exceed 10 percent of the patient’s family income in the prior 12
months; or whose annual out-of-pocket medical expenses exceed 10 percent of
the patient’s family income, if the patient provides documentation of the
patient’s medical expenses paid by the patient or the patient’s family in the
prior 12 months.
“Patient’s Family” means the following:
1. For persons 18 years of age and older:
a. Spouse;
b. Domestic partner, as defined in Section 297 of the California Family
Code; and
c. Dependent children under 21 years of age, whether living at home or
not.
2. For persons under 18 years of age:
a. Parent;
b. Caretaker relative; and
c. Other children under 21 years of age of the parent or caretaker
relative.
“Self-Pay Patient” means a patient who does not have third-party coverage from a
health insurer, health care service plan, Medicare or Medi-Cal, and whose injury is
not a compensable injury for purposes of workers’ compensation, automobile
insurance or other insurance, as determined and documented by the Hospital.
“Reasonable Payment Plan” means monthly payments that are not more than 10
percent of a patient’s family income for a month, excluding deductions for Essential
Living Expenses.
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IV. Eligibility
A.

B.

Eligibility Service
1.

Charity Care and Discounted Payment Programs apply to all types of hospital
services provided at or billed by the Hospital, including but not limited to
Medically Necessary Services, subject to the terms of this Section. Services
not provided at or billed by the Hospitals are not covered by this Policy.

2.

Non-Medically Necessary Services are not covered by this Policy unless the
service or procedure has been ordered by a physician who is a member of the
medical staff of a Verity Affiliated Hospital.

3.

Emergency physicians who provide emergency medical services in a
Hospital that provides emergency care are required by law to provide
discounts to Self-Pay Patients and Patients with High Medical Costs who are
at or below 350 percent of the Federal Poverty Level. Patients must contact
the emergency physician’s billing office for further information regarding
financial assistance programs for emergency services.

General Eligibility
1.

Eligibility for the Charity Care or Discounted Payment under the Policy will
be determined on an individual basis and evaluated on an assessment of the
patient’s and/or family’s need, financial resources, and all financial
obligations including medical expenses.

2.

Charity Care and Discounted Payment will be provided to Financially
Qualified Patients without regard to race, religion, color, creed, age, gender,
sexual orientation, national origin or immigration status.

3.

Monetary assets reviewed for purposes of determining eligibility for Charity
Care or Discounted Payment shall not include retirement or deferredcompensation plans qualified under the Internal Revenue Code or
nonqualified deferred compensation plans. Also, the first $10,000 of the
patient’s monetary assets shall not be counted in determining eligibility, nor
shall 50 percent of a patient’s monetary assets over the first $10,000 be
counted in determining eligibility. The Hospital may, nonetheless, require
waivers or releases from the patient or the patient’s family authorizing the
Hospital to obtain verifying information from financial or commercial
institutions, or other entities that hold or maintain the monetary assets.

4.

Before a patient may be eligible for the Charity Care Program or the
Discounted Payment Program, all available resources must first be applied,
including, but not limited to, private health insurance (including coverage
offered through the California Health Benefit Exchange), Medicare, MediCal, the Healthy Families Program, the California Children’s Services
Program, or other state- or county-funded programs designed to provide
health coverage.

5.

Patients who are currently eligible for Medicaid in a state other than
California will qualify for a 100 percent financial discount under this Policy,
in the event that Hospital has not enrolled the patient’s state’s Medicaid plan.
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6.

C.

Determining eligibility for the Charity Care Program and Discounted
Payment Program requires the full cooperation of patients and their families,
who must provide and complete required documents and information on a
timely basis. If a person requesting a determination of eligibility under this
Policy fails to provide information that is reasonable and necessary for the
Hospital to determine eligibility, the Hospital may consider that failure in
making its determination.

Specific Eligibility. Patients may apply for financial assistance under Section C.1
or Section C.2, as described below.
1.

Discounted Payment Program. Both Self-Pay Patients and Patients with High
Medical Costs are eligible to apply for the Discounted Payment Program.
a)

Self-Pay Patients: For Self-Pay Patients whose family income is
between 201 percent and 350 percent, inclusive, of the Federal
Poverty Level, each Hospital shall limit the expected payment for
services provided by the Hospital to the lesser of (A) the AGB, as
calculated by the Hospital using the “Look-back Method” as defined
in applicable regulations implementing Section 501(r) of the Internal
Revenue Code, or (B) the highest amount of payment the Hospital
would expect, in good faith, to receive for providing services from
Medicare, Medi-Cal, the Healthy Families Program, or another
government-sponsored health program of health benefits in which
the Hospital participates. See Attachment B1 for the Amount
Generally Billed and Attachment B2 for the Financial Assistance
Sliding Scale.

b)

Patients with High Medical Costs: For Patients with High Medical
Costs whose documented income is between 201 percent and 350
percent, inclusive, of the Federal Poverty Level, each Hospital shall
limit the expected payment for services provided by the Hospital to
the amount of payment to the lesser of (i) the balance after any
insurance payments are applied or (ii) the rate calculated in
accordance with Section C.1.a above.
(1)

After determining the applicable rate, the Hospital will apply
the sliding scale set forth in Attachment B2.

(2)

Patients seeking Discounted Payment must make reasonable
efforts to provide the Hospital with documentation of income
(limited to recent pay stubs or income tax returns) and health
benefits coverage. Patients with High Medical Costs also must
provide documentation of medical expenses paid by such
patients or their families in the prior 12 months.

(3)

Following a determination that an individual is eligible for the
Discounted Payment Program, an individual may not be
charged more than the amounts generally billed to individuals
who have insurance covering emergency or other medically
necessary care.
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2.

V.

Charity Care Program. Hospitals will provide Charity Care (i.e., care at no
cost) to Financially Qualified Patients who are unable to pay, provided that
the patient’s income is at or below 200 percent of the Federal Poverty Level.
Patients seeking Charity Care must make reasonable efforts to provide the
Hospital with documentation of income, monetary assets (including all liquid
and non-liquid assets owned, less liabilities and claims against such assets)
and health benefits coverage.

Application Procedures
A.

Notice Requirements
1.

Posted Notice. Each Hospital will post information about the availability of
Charity Care and Discounted Payment under this Policy, as set forth on
Attachment C, at all locations with high patient volume, including admission
and registration areas, emergency departments, outpatient settings and PFS
offices.

2.

Written Notice. Each Hospital will provide patients with written notice
containing information about availability of the Charity Care and Discounted
Payment Programs, including information about eligibility, as well as contact
information for a hospital employee or office from which the person may
obtain additional information about this Policy. This written notice also will
be provided to patients who receive emergency and/or outpatient care and
who may be billed for that care, but were not admitted as an inpatient. The
notice shall be available in English and other languages, as determined by
each Hospital’s primary service area and in accordance with applicable
federal and state law. Each Hospital shall retain written acknowledgement of
a patient’s receipt of such notice.
a)

3.

This Policy, the Application Form and a Plain Language Summary
of this Policy shall be made widely available on websites and by
informing members of the community served by each Hospital as
required by the regulations under Section 501(r) of the Code.

Billing Statements. Hospital billing statements will communicate the
availability of government sponsored programs and Charity Care and
Discounted Payment Programs for eligible patients and for any patient who has
not provided proof of coverage at the time of billing. Each Hospital shall
provide the following information with a patient’s bill:
a)

A statement of charges for services provided by the Hospital;

b)

A request that the patient inform the Hospital if the patient has
health insurance coverage, including Medicare, Healthy Families,
Medi-Cal or other coverage;

c)

A statement indicating how patients may obtain applications for
government sponsored coverage and that the Hospital will provide
these applications; and
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d)

B.

C.

The name and telephone number of the Hospital representative from
whom, or office from which, a patient may obtain information about
the Hospital’s financial assistance policies, and how to apply for
assistance under those policies, along with the direct website address
for the facility webpage which contains links to copies of this policy,
a plain language summary of this policy and the application form for
financial assistance under this policy.

Identification of Financially Qualified Patients.
1.

Financial counselors or Health Benefits Resource Center (HBRC) staff at
each Hospital will make reasonable efforts to obtain from the patient or
his/her representative information about whether private or public health
insurance or sponsorship may fully or partially cover the charges for care
rendered by the Hospital to the patient.

2.

Financial counselors and HBRC staff at each Hospital will assist patients in
understanding and applying for government sponsored programs and for
Charity Care or Discounted Payment.

3.

Each Hospital will provide information about and applications for Medi-Cal,
the Healthy Families Program, the California Health Benefit Exchange, and
other state- or county-funded health coverage to uninsured patients in
registration areas as well as in the PFS Department office. If the patient does
not indicate coverage by a third-party payer or requests a discounted price,
then each Hospital will provide the patient with an application for applicable
government programs. Such applications will be made available prior to
discharge (if the patient has been admitted) or to patients receiving emergency
or outpatient care.

4.

If a patient applies, or has a pending application, for another health coverage
program at the same time s/he applies for Charity Care or Discount Payment
under this Policy, neither application shall preclude eligibility for the other
program.

Application Process.
1.

A Financial Assistance Application, set forth on Attachment D, is provided to
patients to begin assessment of a patient’s qualifications for the Charity Care
or Discounted Payment under this Policy. Patients may be referred to the
Charity Care or Discounted Payment Programs by the patient’s physician,
family members, community or religious groups, social services or hospital
personnel.

2.

Eligibility for the Charity Care and Discounted Payment Programs requires
the patient, the patient’s guarantor or the patient’s legal representative to
provide accurate information and use reasonable efforts to provide all
documentation necessary. If a person requesting a determination of eligibility
under this Policy fails to provide the information that is reasonable and
necessary for the Hospital to determine eligibility, the Hospital may consider
that failure in making its determination.
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3.

Incomplete Financial Applications will not be denied due to insufficient
information until the patient has been sent a letter requesting identifying the
additional and/or missing information that is needed to complete the
application, and stating a deadline after which the application will be denied if
the requested information has not been received. Such deadline must
constitute a reasonable period of time after that notice within which to provide
the referenced information.

4.

If the patient fails to complete an application or the application contains
insufficient information and the patient does not comply with requests as
noted in Sections V.C.2 and V.C.3, the Hospital will utilize a risk assessment
scoring software algorithm to determine presumptive eligibility prior to
sending patient account to pre-collection status. The software will be an
industry-wide accepted product that has been validated by external audit.

5.

Hospital HBRC staff will provide presumptive Medi-Cal eligibility for
financial assistance applicants during hospital visit.

6.

Eligibility for Charity Care or Discounted Payment is valid by individual
admission. Eligible patients will be requested to attest to absence of changes
in financial status for subsequent admissions or to furnish updated
information reflecting changes in financial status, as applicable.

7.

Documents used for verification of a patient’s financial resources and
household income in the Financial Assistance Application may include, but
are not limited to:
a)

Copies of current paystubs, Social Security, disability or
unemployment checks or award letters;

b)

A copy of any Medi-Cal Decision/Denial Notice;

c)

Household income of the patient and, if the patient is 18 years or
older, the patient’s spouse or domestic partner, and any dependent
children under age 21, whether living at home or not; if the patient is
under age l8, consider income of the patient, the patient’s parents,
guardians or caretaker relatives, and other children under age 21,
whether living at home or not.

8.

Collection activities will be suspended upon receipt of an application
(including an incomplete application) and remain suspended during the
eligibility determination process.

9.

Hospitals will keep all applications and supporting documentation
confidential in accordance with the VHS Policy/Procedure 11.0, Compliance
with the Health Insurance Portability and Accountability Act of 1996.

10.

Eligibility for Charity Care or Discounted Payment may be determined at any
time by the Hospital as information on the patient’s eligibility becomes
available. Applications received after 240 days from the first patient bill must
be approved by the Vice President for Revenue Cycle.
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D.

E.

Notification of Charity Care or Discounted Payment Determination.
1.

The Hospital’s HBRC Department will provide an eligibility determination to
the patient or his/her representative within thirty (30) days after receipt of a
completed Financial Assistance Application, including all required
documentation.

2.

A notification regarding the Charity Care or Discounted Payment
determination will be mailed to the patient or his/her representative. This
notification will identify the amount due from the patient and the amount of
payment discount, if any, applied to the patient’s account.

3.

A patient or his/her representative(s) may appeal a determination by providing
additional information, such as income verification or an explanation of
extenuating circumstances, to the HBRC Director within thirty (30) days of
notification of the Hospital’s determination. The Hospital HBRC Director will
review and decide all appeals. The patient or his/her representative will be
notified of the outcome.

Extended Payment Plan.
1.

A patient who qualifies for Discounted Payment shall cooperate with the
Hospital in establishing an Extended Payment plan. If the Hospital and the
patient cannot agree on an Extended Payment plan, then the Hospital shall
create a Reasonable Payment plan. Such payment plan shall be interest-free
and negotiable and will be based upEon the chart, below.
Account Balance

Number of Months

Less than $250

4 months

$250.01-$500

6 months

$500.01-$1,000

10 months

$1,000.01-$2,500

12 months

$2,500.01-$5000

24 months

Greater than $5,000.01

36 months
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2.

A patient who qualifies for a Discounted Payment must make goodfaith efforts to honor the payment plan. Patients are responsible for
communicating to the PFS Department any time an agreed upon payment plan
may be broken.

VI.

3.

A Hospital may declare an Extended Payment plan (including a Reasonable
Payment plan) inoperative if the patient fails to make all consecutive
payments during a 90-day period. Before declaring an Extended Payment plan
inoperative, the Hospital, collection agency or assignee shall make a
reasonable attempt to contact the patient by telephone, give written notice that
the Extended Payment plan may become inoperative, and inform the patient
that s/he may renegotiate the terms of the payment plan.

4.

Any variation in or deviation from an agreed upon payment plan must be
approved by the VHS Vice President for Revenue Cycle.

Collection Practices for Financially Qualified Patients
A.

Each Hospital will maintain a written billing and collections policy stating when and
under whose authority patient debt is advanced for collection, and whether the
collection activity is conducted by the Hospital, an affiliate or a subsidiary of the
Hospital, or by an external collection agency. Each Hospital will make copies of such
billing and collections policy available to the public without charge by calling the
Hospital’s Customer Service Department, or by viewing your Verity Hospital’s
website information by visiting www.Verity.org.

B.

Any written agreement between a Hospital and an agency that collects such
Hospital’s receivables shall require the affiliate, subsidiary or external collection
agency of the Hospital that collects the debt to comply with the Hospital’s definition
and application of a Reasonable Payment plan, as set forth in this Policy.
Furthermore, collections agencies used by Hospitals must follow fair debt and
collection practices according to this Policy, and must further act in a manner that
treats individuals with dignity, respect and compassion.

C.

Prior to commencing collection activities, each Hospital or its assignee shall provide
the patient with written notice containing (1) a statement that nonprofit credit
counseling services may be available in the area, and (2) a plain language summary
of the patient’s rights pursuant to California Health and Safety Code Section
127430(a), with the following summary being sufficient if it appears in substantially
the following form:
1.

State and federal law require debt collectors to treat you fairly and prohibit
debt collectors from making false statements or threats of violence, using
obscene or profane language, and making improper communications with
third parties, including your employer. Except under unusual
circumstances, debt collectors may not contact you before 8:00 a.m. or
after 9:00 p.m. In general, a debt collector may not give information about
your debt to another person, other than your attorney or spouse. A debt
collector may contact another person to confirm your location or to enforce
a judgment. For more information about debt collection activities, you may
contact the Federal Trade Commission by telephone at 1-877-FTC-HELP
(382-4357) or online at www.ftc.gov.
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2.

Each Hospital also will provide this notice to patients along with any
document indicating that the commencement of collection activities may
occur.

D.

No Hospital will pursue legal action for nonpayment of bills against any household
where the primary wage earner(s) is unemployed or there are not significant income
sources.

E.

Financially Qualified Patients meeting an agreed upon monthly payment plan will not
be assigned to a collection agency or reported to credit bureaus.

F.

Each Hospital expects its external collection agencies to receive approval from the
VHS Vice President for Revenue Cycle before pursuing any legal action against an
individual who meets the requirements for a Financially Qualified Patient under this
Policy.

G.

Each Hospital or its assignee that is an affiliate or subsidiary of the Hospital will not,
in dealing with patients eligible under any portion of this Policy, use wage
garnishments or liens on primary residences as a means of collecting unpaid hospital
bills of Financially Qualified Patients.

H.

In dealing with patients eligible under any portion of this Policy, a collection agency
or other assignee that is not a subsidiary or affiliate of a Hospital shall not use a wage
garnishment (except by court order) or notice or conduct a sale of the patient’s
primary residence as means of collecting unpaid hospital bills.

I.

Neither Section VI.G nor Section VI.H of this Policy shall preclude a Hospital, a
collection agency or other assignee from pursuing reimbursement or any enforcement
remedy or remedies from third-party liability settlements, tortfeasors or other legally
responsible parties.

J.

If a patient is attempting to qualify for eligibility under the Charity Care Program or
Discounted Payment Program and is attempting in good faith to settle an outstanding
bill with a Hospital by negotiating an extended payment plan or by making regular
partial payments of a reasonable amount, then the Hospital shall not send the unpaid
bill to any collection agency or other assignee, unless that entity has agreed to comply
with this Policy.

K.

Neither a Hospital nor any Hospital assignee or collection agency will report adverse
information to a consumer credit reporting agency or commence civil action against a
Financially Qualified Patient under the Discounted Payment Program for nonpayment
of any patient debt at any time prior to 150 days after the initial billing. This period
shall be extended if the patient has a pending appeal for coverage of the services until
a final determination of the appeal is made.
1. A Hospital will not engage in Extraordinary Collection Actions against any
individual to obtain payment for care before the Hospital has made reasonable
efforts, in accordance with this Policy and applicable law, to determine whether
the individual is eligible for financial assistance under this Policy.
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2. “Extraordinary Collections Actions” are any of the following actions in order to
collect an amount due for care: (i) deferring or denying further care, (ii)
reporting debt to a credit bureau, (iii) selling bad debt to a third party unless
certain requirements are met, or (iv) any activity including legal or judicial
process (such as filing suit, property liens, garnishment, etc.).
L.

VII.

No information collected by any Hospital for the purpose of determining eligibility
for Charity Care or Discounted Payment shall be used for collections activities.
However, the Hospital, collection agency or assignee may use information obtained
independently of the eligibility process for the Charity Care Program or the
Discounted Payment Program.

Reference
A.

California Health & Safety Code §§ 127400–127446 (Hospital Fair Pricing Policies)
and §§ 127450–127462 (Emergency Physician Fair Pricing Policies)

B.

California Family Code § 297 (Definition: Domestic Partner)

C.

U.S. Department of Health and Human Services, Poverty Guidelines, available at
http://aspe.hhs.gov/poverty/

D.

Internal Revenue Code § 501(c)(3) (Tax-Exempt Organizations)

VIII. Implementation and Review

IX.

A.

This Policy is to be implemented by VHS President and CEO, Hospital Presidents
and CEOs and VHS Vice President for Revenue Cycle.

B.

This Policy is to be reviewed annually for compliance and relevance by VHS President
and CEO, Hospital Presidents and CEOs, and VHS Vice President for Revenue Cycle.

Attachments
A.

Verity Affiliate Hospitals

B1. Amount Generally Billed
B2. Financial Assistance Sliding Scale
C.

Patient Notification

D.

Financial Assistance Application

E.

Verity Affiliate Hospitals Department List
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ATTACHMENT A1
VERITY AFFILIATE HOSPITALS
O’CONNOR HOSPITAL
2105 FOREST AVENUE
SAN JOSE, CA 95128
ST. FRANCIS MEDICAL CENTER
3630 EAST IMPERIAL HIGHWAY
LYNWOOD, CA 90262
ST. LOUISE REGIONAL HOSPITAL
9400 NO NAME UNO
GILROY, CA 95020
ST. VINCENT MEDICAL CENTER
2131 WEST THIRD STREET
LOS ANGELES, CA 90057
SETON MEDICAL CENTER
1900 SULLIVAN AVENUE
DALY CITY, CA 94015
SETON MEDICAL CENTER – COASTSIDE
600 MARINE BOULEVARD
MOSS BEACH, CA 94038
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ATTACHMENT A2
CHARITY CARE AND DISCOUNTED PAYMENT PROGRAMS
All Financial Assistance Applications Should Be Mailed To:


Verity Health System
Attn: Health Benefit Resource Center (HBRC)
1900 Sullivan Avenue
Daly City, CA 94015

All Questions Regarding Financial Assistance Should Be Directed To:


(888) 874-2585

Page 14 of 21

ATTACHMENT B1
AMOUNT GENERALLY BILLED CALCULATION
Verity Health System provides financial assistance and charity care to patients meeting the eligibility
criteria outlined in the Financial Assistance Policy (FAP). After the patient’s account(s) is reduced by
the financial assistance adjustment based on the policy, the patient/guarantor is responsible for the
remainder of their outstanding liability which shall be no more than the amounts generally billed (AGB)
to individuals who have insurance for emergency or medically necessary care. Verity Health System
determines AGB by utilizing the “look-back” method. The AGB percentage is calculated by using
claims allowed by Medicare fee for services (FFS) with a discharge date from the previous fiscal year
(July – June). For these claims, the sum of all allowable reimbursement amounts is divided by the
associated gross charges. The AGB percentage is applicable as of July 1st of each year.
Amounts Generally Billed – Medicare FFS only
Effective June 30, 2018
Amounts Generally Billed
Hospital

Inpatient

Outpatient

O’Connor

15.00%

16.00%

Seton

12.00%

11.00%

Seton – Coastside

N/A

10.00%

St. Louise

14.00%

11.00%

St. Francis

22.00%

9.00%

St. Vincent

14.00%

12.00%
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ATTACHMENT B2
FINANCIAL ASSISTANCE SLIDING SCALE
DISCOUNT AS PERCENTAGE OF GROSS CHARGES

Based upon the U.S. Department of Health and Human Services (HHS) Poverty Guidelines for the 48 Contiguous States and the District of
Columbia, Federal Register 1167-1168 (Feb. 1, 2019), available at https://aspe.hhs.gov/poverty-guidelines.
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ATTACHMENT D
FINANCIAL ASSISTANCE APPLICATION

Documents used for verification of a patient's financial resources and household income in the
Financial Assistance Application may include, but are not limited to:


Copies of current paystubs, Social Security, disability or unemployment
checks and award letters;



A copy of any Medi-Cal Decision/Denial Notice;



Household income of the patient and, if the patient is 18 years or older, the patient's spouse
or domestic partner, and any dependent children under age 21, whether living at home or
not; if the patient is under age 18, consider income of the patient, the patient's parents,
guardians or caretaker relatives, and other children under age 21, whether living at home
or not.

Please return your completed application, with all requested forms, to the following address or drop
off at your local Verity Health HBRC Office.
Verity Health System
Attention: HBRC
1900 Sullivan Avenue
Daly City, CA 94015
Please be advised this is not a guarantee that financial assistance will be awarded, and your
payments should continue a regular basis until a determination has been made. Your application
and the information provided will be reviewed. A decision will be provided to you in writing.
Thank you for your cooperation. We look forward to assisting you through this process. Should you
have any questions about your application, please contact our Financial Assistance Team in the
Health Benefits Resource Center (HBRC) at 888-874-2585.
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CHARITY CARE AND FINANCIAL ASSISTANCE APPLICATION
LAST NAME (PATIENT)
FIRST
MIDDLE
SOCIAL SECURITY #
BIRTHDATE
RESIDENCE ADDRESS (FACILITY ADDRESS IF HOMELESS)

HOW LONG

CITY

MARITAL STATUS

STATE

ZIP

LAST NAME (GUARANTOR IF DIFFERENT FROM ABOVE)
SECURITY #
BIRTHDATE
EMPLOYER OF GUARANTOR (NAME AND FULL ADDRESS)
PHONE

PHONE

SOCIAL

MONTHLY
GROSS PAY

OTHER EMPLOYER (NAME AND FULL ADDRESS)
PHONE
IF UNEMPLOYED, NAME OF LAST EMPLOYER AND FULL ADDRESS

MONTHLY
GROSS PAY
LAST EMPLOYMENT
DATE

DEPENDENT FAMILY
MEMBERS
(IF MORE SPACE IS
NEEDED
PLEASE
1.

BIRTHDATE

RELATIONSHI
P

EMPLOYER

ANNUAL
INCOME

2.
3.
4.
5.
6.
7.
8.
9.
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□ RENT HOME
□ OWN HOME

OTHER MONTHLY INCOME
$
SPECIFY SOURCE

OWED TO OTHERS
WHOM OWED
RENT/MORTGAGE

TO

PRESENT MONTHL
BALANCE
Y
PAYMEN
T
CHECKING

BANK NAME &
ACCOUNT

UTILITIES

SAVINGS OR CERTIFICATE

FOOD

403(B) OR 401(K)

AUTO LOAN

STOCKS & BONDS

CREDIT CARDS (PLEASE
LIST BELOW)
OTHER OBLIGATIONS

IRA

(CHILD SUPPORT
ADDITIONAL
INFORMATION
BILLS OWED TO OTHER
MEDICAL
COST OF PRESCRIPTION
MEDICATION(S)

TOTAL DEBTS

ACCOUNT
BALANCE

AUTO (YEAR & MAKE)
AUTO (YEAR & MAKE)
OTHER ASSETS
(ADDITIONAL ASSETS NOT
INCLUDED)
RESIDENCE MARKET VALUE
INSURANCE CASH VALUE
OTHER ASSETS (DESCRIBE; I.E.
SECOND HOME)
TRUSTEE NAME & ACCT.
NUMBER
TOTAL ASSETS

I CERTIFY THAT ALL STATEMENTS MADE IN THIS APPLICATION ARE TRUE AND
COMPLETE. YOU ARE HEREBY AUTHORIZED TO CHECK MY CREDIT HISTORY IN
ORDER TO EVALUATE THIS APPLICATION FOR FINANCIAL ASSISTANCE
CONSIDERATION.
SIGNATURE

DATE
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ATTACHMENT E
ALL DEPARTMENTS IN THE FOLLOWING VERITY AFFLIATED HOSPITALS ARE
COVERED BY THE VERITY FINANCIAL ASSISTANCE POLICY:
O’Connor Hospital
Seton Coastside
Seton Medical Center
St. Francis Medical Center
St. Louise Regional Hospital
St. Vincent Medical Center

NOTE:
Only services provided by Hospitals listed above are covered by the Policy.
This Policy does not apply to any physician or other medical provider, including
emergency room physicians, anesthesiologists, radiologists, hospitalists, pathologists,
surgeons, and other physicians and members of the medical staff of a Hospital, except in
limited circumstances where the physician’s services are included in the Hospital’s bill.
Each Hospital will maintain on its website a listing of its departments/service lines in
which physician services are included in the Hospital’s bill and therefore covered by this
Policy.
Patients should contact the billing office of a physician to request information about any
financial assistance such physician may offer.
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#17

Title 11, California Code of Regulations, § 999.5(d)(5)(C)

A description of all services provided by each health facility that is the subject of the
transaction in the past five years to Medi-Cal patients, county indigent patients, and other
classes of patients
1. Attached to this Section 999.5(d)(5)(C) as Exhibit 1 is a description of services provided
by the Seton Facilities in the past five years to Medi-Cal patients, county indigent patients,
and other classes of patients and a copy of the current hospital license.

4827-4558-8919v.7 0115205-000006

Title 11, California Code of Regulations,§ 999.5(d)(5)(C)
Exhibit 1

§ 999.5(d)(5)(C)

Description of Services to Medi-Cal, County Indigent and Other
Classes of Patients
A description of the medical services provided by Seton Medical Center to Medi-Cal patients, county indigent
patients and other classes of patients is set forth in the Community Health Impact Report, attached to Section
(5) (G) of this application, and is incorporated by reference herein. The data and/or information provided by
Seton Medical Center in response to this section represents its best estimate of the costs of the medical services
provided by Seton Medical Center to its Medi-Cal, Medicare, managed care, county indigent and other classes
of patients. Generally, all types of medically necessary hospitals services are available to these classes of
patients.
Relevant excerpts from the Community Health Impact Report are attached hereto.

Profile and Key Services: Seton Medical Center (SMC), Daly City, CA
•
•

•
•
•
•
•
•
•

SMC is an acute care hospital located in Daly City, CA, with a licensed capacity of 357 beds, of which
274 are general acute care beds and 83 are sub-acute and skilled nursing beds
Founded as Mary’s Help Hospital in 1893, SMC serves 1.5 million residents of San Francisco and
northern San Mateo County with comprehensive inpatient and outpatient medical specialties, as
well as emergency and urgent care services
The Joint Commission Certification as a Primary Stroke Center
Full Accreditation by the Commission on Cancer® Program of the American College of Surgeons
Approved Receiving Center for STEMI by San Mateo County
American Heart Association/American Stroke Association’s Get with the Guidelines®-Stroke Gold
Plus
Quality Achievement Award and Target: Stroke Honor Roll
Certificate of Recognition for Education Service Meeting the National Standards for Diabetes
Management Education from May 9, 2015 – May 9, 2019
In FY2019, SMC and its subsidiary Seton Coastside (SMCC) together provided $442,000 in
community benefit programs and services to the community, as well as $90 million in care for persons
living in poverty

Key services / clinical specialties at Seton Medical Center include:
•
•
•
•
•
•
•
•
•
•

Cardiovascular Treatment
Diabetes Education and Screening
Emergency Services
Gastroenterology Treatment
Geriatric Behavioral Health
Orthopedics and Joint Replacement
Spine Care and Pain Management
Stroke Prevention and Treatment
Surgical Procedures
Cancer Treatment and Early Detection

Profile and Key Services: Seton Medical Center Coastside (SMCC),
Moss Beach, CA
•
•
•
•
•
•

SMCC is an accredited rural hospital campus providing emergency services, skilled nursing care
and outpatient ancillary services
SMCC is a second practice location that operates under a consolidated basis with SMC. SMCC
receives administrative, information technology and other ancillary support services from SMC.
Seton Coastside, is a 116-bed skilled nursing complex offering inpatient care and the only 24-hour
standby Emergency Department on the Pacific Coast between Daly City and Santa Cruz
The facility has a licensed capacity of 121 beds, of which five are acute/emergency department beds
and 116 are skilled nursing beds
Offers specialized physical, occupational and speech therapy, along with radiology and laboratory
services
SMCC and its predecessors have been providing services in the area since 1970

Key services at Seton Coastside include:
•
•
•
•
•
•
•

Inpatient Skilled Nursing
Standby ED
Physical Therapy
Occupational Therapy
Speech Therapy
Radiology Services
Laboratory Services

Cost and Revenue by Payor (SMC and SMCC)
•
•
•

SMC and SMCC rely on government programs for reimbursement of services with Medicare and
Medi-Cal participants
Medicare and Medi-Cal accounted for approximately 34% and 39% of patient days (excl. nursery
days), respectively, at SMC in FY2019, and approximately 39% and 34%, respectively, in FY2018
SMCC is one of only a few standalone SNFs in the region that accepts Medi-Cal; the facility relies
heavily on Medi-Cal for its occupancy
o Medi-Cal participants accounted for approximately 91% of all patient days (excl. nursery
days) over the past two fiscal years (2019 and 2018)

Seton Medical Center
Cost of Services by Payer Category
FY 2014 - 2019
2014

2015

2016

2017

2018

2019

Operating Expenses
Adjusted Operating Expenses

$278,796,889
265,070,033

$286,362,023
257,904,546

$277,839,919
259,626,551

$280,575,067
261,981,488

$296,633,104
264,597,218

$293,317,736
273,186,836

Cost of Services by Payer
Medicare
Medi-Cal
Third Party
Other

$130,138,050
67,736,027
62,407,136
4,788,820

$105,428,330
74,874,550
75,358,302
2,243,364

$98,087,193
74,747,286
84,665,303
2,126,770

$107,473,764
68,133,865
84,325,715
2,048,143

$107,638,411
72,291,690
81,765,760
2,901,358

$100,940,619
81,408,575
86,971,503
3,866,139

2018

2019

Seton Medical Center
Net Patient Revenue by Payer (incl. Provider Fee)
FY 2014 - 2019
2014
Medicare
Medi-Cal
Third Party
Other
Total

$89,936,722
41,744,587
109,676,137
1,240,341

2015
$66,758,641
56,098,932
122,859,107
832,334

2016
$52,441,911
42,987,985
117,152,741
789,157

2017
$61,485,450
61,091,387
125,180,852
894,043

$54,949,006
79,962,513
118,220,489
1,047,445

$51,063,469
52,702,187
112,960,523
770,949

$ 242,597,787 $ 246,549,014 $ 213,371,794 $ 248,651,732 $ 254,179,453 $ 217,497,128

Source: OSHPD Disclosure Reports (FY2014-FY2019)

Seton Medical Center (Actuals)
$ in 000's
Inpatient Gross Revenue
Inpatient Medicare
Inpatient Medi-Cal
Inpatient HMO/PPO
Inpatient Self-Pay
Inpatient Capitation
Inpatient Other
Total Inpatient Revenue

FY 2015
Jul - Jun

FY 2016
Jul - Jun

FY 2017
Jul - Jun

FY 2018
Jul - Jun

FY 2019
Jul - Jun

YTD FY 2020
Jul - Feb

$325,070.7
239,570.1
338,031.8
15,203.5
0.0
10,497.2
$928,373.3

$304,357.5
213,579.8
296,132.3
10,671.6
0.0
8,146.7
$832,888.0

$373,725.6
219,035.0
371,615.3
14,531.0
0.0
11,145.6
$990,052.6

$351,474.3
215,109.8
344,960.0
10,473.4
0.0
10,640.4
$932,657.9

$299,357.0
241,549.8
327,963.2
14,020.6
0.0
14,137.5
$897,028.3

$205,780.1
177,393.4
214,916.7
7,564.0
0.0
12,139.1
$617,793.2

$140,592.4
106,593.3
225,430.7
11,405.0
0.0
2,210.8
$486,232.2

$121,896.2
96,372.5
194,529.1
8,781.9
0.0
2,607.1
$424,186.8

$135,796.7
91,419.1
202,192.9
8,300.6
0.0
3,209.3
$440,918.6

$150,224.5
97,598.5
227,452.4
12,416.9
0.0
4,789.1
$492,481.5

$137,492.5
95,941.6
241,091.8
16,168.3
0.0
5,656.3
$496,350.6

$80,727.7
57,946.8
142,144.8
10,209.4
0.0
3,504.3
$294,533.0

$1,414,605.5

$1,257,074.8

$1,430,971.2

$1,425,139.4

$1,393,378.9

$912,326.2

Days By Financial Class
Total Medicare Days
Total Medi-Cal Days
Total HMO/PPO Days
Total Self-Pay Days
Total Capitation Days
Total Other Days
Total Days - Detail (excl. Nursery Days)

14,024.0
17,630.0
14,353.0
599.0
0.0
0.0
46,606.0

14,596.0
16,387.0
12,184.0
523.0
0.0
0.0
43,690.0

16,090.0
15,612.0
12,853.0
688.0
0.0
0.0
45,243.0

17,251.0
14,951.0
11,748.0
409.0
0.0
0.0
44,359.0

16,577.0
18,624.0
12,440.0
702.0
0.0
0.0
48,343.0

11,408.0
13,308.0
8,966.0
838.0
0.0
0.0
34,520.0

Discharges By Financial Class
Medicare Discharges
Medi-Cal Discharges
HMO/PPO Discharges
Self-Pay Discharges
Capitation Discharges
Other Discharges
Total Discharges - Detail (excl. Nursery)

2,290.0
1,247.0
2,822.0
97.0
0.0
0.0
6,456.0

2,125.0
822.0
2,323.0
75.0
0.0
0.0
5,345.0

2,188.0
931.0
2,519.0
57.0
0.0
0.0
5,695.0

2,001.0
815.0
2,381.0
86.0
0.0
0.0
5,283.0

1,924.0
820.0
2,244.0
223.0
0.0
0.0
5,211.0

1,323.0
647.0
1,474.0
64.0
0.0
0.0
3,508.0

Outpatient Gross Revenue
Outpatient Medicare
Outpatient Medi-Cal
Outpatient HMO/PPO
Outpatient Self-Pay
Outpatient Capitation
Outpatient Other
Total Outpatient Revenue
Total Patient Revenues

Seton Coastside (Actuals)
$ in 000's
Inpatient Gross Revenue
Inpatient Medicare
Inpatient Medi-Cal
Inpatient HMO/PPO
Inpatient Self-Pay
Inpatient Capitation
Inpatient Other
Total Inpatient Revenue

FY 2015
Jul - Jun

FY 2016
Jul - Jun

FY 2017
Jul - Jun

FY 2018
Jul - Jun

FY 2019
Jul - Jun

YTD FY 2020
Jul - Feb

$1,663.4
48,874.9
2,407.8
105.8
0.0
0.0
$53,051.9

$2,269.7
48,098.7
2,898.1
315.5
0.0
102.6
$53,684.6

$2,021.0
51,786.5
3,921.1
1.0
0.0
390.9
$58,120.5

$3,215.4
54,527.5
2,075.1
131.1
0.0
2,301.6
$62,250.7

$1,222.2
59,232.4
1,641.0
856.4
0.0
1,784.5
$64,736.6

$1,767.8
37,992.6
1,359.1
37.7
0.0
1,066.0
$42,223.2

Outpatient Gross Revenue
Outpatient Medicare
Outpatient Medi-Cal
Outpatient HMO/PPO
Outpatient Self-Pay
Outpatient Capitation
Outpatient Other
Total Outpatient Revenue

$2,264.1
4,378.0
4,828.6
1,186.9
0.0
349.9
$13,007.5

$1,817.1
4,318.2
4,186.1
767.7
0.0
330.8
$11,419.9

$1,634.9
3,562.3
3,635.5
737.1
0.0
417.6
$9,987.4

$1,571.5
3,428.2
3,295.8
701.5
0.0
468.2
$9,465.1

$1,688.2
2,987.9
3,019.3
656.5
0.0
440.2
$8,792.0

$966.8
1,774.0
1,606.8
446.5
0.0
173.7
$4,967.8

Total Patient Revenues

$66,059.4

$65,104.6

$68,107.9

$71,715.8

$73,528.6

$47,191.0

Days By Financial Class
Total Medicare Days
Total Medi-Cal Days
Total HMO/PPO Days
Total Self-Pay Days
Total Capitation Days
Total Other Days
Total Days - Detail (excl. Nursery Days)

704.0
34,451.0
947.0
409.0
0.0
0.0
36,511.0

1,453.0
33,442.0
1,606.0
179.0
0.0
0.0
36,680.0

1,199.0
36,029.0
2,116.0
545.0
0.0
0.0
39,889.0

1,779.0
37,388.0
1,038.0
1,298.0
0.0
0.0
41,503.0

837.0
37,635.0
694.0
1,832.0
0.0
0.0
40,998.0

1,077.0
24,761.0
747.0
804.0
0.0
0.0
27,389.0

Discharges By Financial Class
Medicare Discharges
Medi-Cal Discharges
HMO/PPO Discharges
Self-Pay Discharges
Capitation Discharges
Other Discharges
Total Discharges - Detail (excl. Nursery)

7.0
54.0
12.0
1.0
0.0
0.0
74.0

12.0
77.0
13.0
2.0
0.0
0.0
104.0

13.0
92.0
15.0
1.0
0.0
0.0
121.0

14.0
42.0
9.0
11.0
0.0
0.0
76.0

2.0
47.0
8.0
5.0
0.0
0.0
62.0

7.0
39.0
7.0
5.0
0.0
0.0
58.0

Patient Origin
The table below displays the 14 primary zip codes that comprise the service area from which 79.8% of Seton

Medical Center’s inpatient discharges originated in CY 2018. The top three zip codes account for 51.4% of
total discharges.

1
2
3
4
5
6
7
8
9
10
11
12
13
14

Zip Code
94015
94014
94080
94044
94112
94066
94134
94132
94019
94110
94116
94127
94124
94122

Community
Daly City
Daly City
South San Francisco
Pacifica
San Francisco
San Bruno
San Francisco
San Francisco
Half Moon Bay
San Francisco
San Francisco
San Francisco
San Francisco
San Francisco
Subtotal

SMC
Service
Inpatient
Cumulative Area Total
Discharges % of Total
Discharges
%
1,336
24.9%
24.9%
5,068
796
14.8%
39.7%
3,546
629
11.7%
51.4%
5,228
493
9.2%
60.6%
3,071
262
4.9%
65.5%
7,078
220
4.1%
69.6%
3,610
115
2.1%
71.7%
3,927
98
1.8%
73.5%
2,085
64
1.2%
74.7%
1,223
58
1.1%
75.8%
5,776
56
1.0%
76.8%
3,932
55
1.0%
77.9%
1,621
52
1.0%
78.8%
4,619
50
0.9%
79.8%
3,915
4,284
79.8%

All Other
1,087
20.2%
100.0%
Total
5,371
100.0%
Source: 2018 OSHPD Patient Origin Database; Zip Codes per 2018 Community Benefit Report

SFMC
Market
Share
26.4%
22.4%
12.0%
16.1%
3.7%
6.1%
2.9%
4.7%
5.2%
1.0%
1.4%
3.4%
1.1%
1.3%
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A description of any community benefit program provided by the health facilities that are
the subject of the agreement or transaction during the past five years with an annual cost
of at least $10,000 and the annual cost of each program for the past five years
1. Attached to this Section 999.5(d)(5)(D) as Exhibit 1 is a description of Seton’s community
benefit programs for fiscal years 2015 through 2019.
2. Attached to this Section 999.5(d)(5)(D) as Exhibit 2 is Seton’s Community Benefit Report
for fiscal year 2018.
3. Attached to this Section 999.5(d)(5)(D) as Exhibit 3 is the Seton’s implementation plan
for its 2019 Community Health Needs Assessment.
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Seton Medical Center
Community Benefit Programs FY15-FY19

Seton Medical Center

Community Benefit Program Management (Planning and
Needs Assessment)

Still
Operating?

Yes

FY2019

FY2018

51,167

FY2017

11,398

FY2016

16,000

FY2015

16,286

DESCRIPTION

Organizing events, collaboration with other providers, reporting to Board,
20,445 State, IRS. Includes Foundation salaries in FY 2019

Diabetes Support Group

Yes

4,180

-

1,363

102,566

Seton provides support groups and health education through its Diabetes
Management Program. Due to Covid-19 and staffing; programs is temporarily
- suspended.

Health Benefit Resource Center

Yes

385,972

180,415

32,136

145,351

- No revenue collected in FY 2019

New Life Center

No

-

-

-

-

Pastoral/Spiritual Care

Yes

20,068

80,776

51,257

-

Pulmonary Exercise Maintenance

No

-

-

-

-

RN Grad Program

No

-

-

691,252

-

Rotacare Clinic - Coastside

Yes

Rotacare Clinic - Seton

Yes

Shuttle/Courier Services

Yes

In-kind

In-kind

In-kind

In-kind

56,682 In-kind

-

110,506

In-kind

Seton provides spiritual care services which includes visits to newly admitted
- patients, bedside visits and chapel services.
Program for Pulmonary patients to maintain their breathing ability. This
11,070 program closed June 30, 2015
Seton Medical Center provided a new RN grad program that operated only
- for one fiscal year.
In-kind

Rotacare - Coastside is a separate 501c3. The Hospital provides access to
radiology and lab services.

Rotacare - Daly City is a separate 501c3. The clinic was formerly housed on
the Hospital's campus and has since relocated to a San Mateo County Clinic
effective June 8, 2015. The Hospital provides in-kind clinical lab and
8,716 radiology services.

In-kind

122,914

Comprehensive, compassionate perinatal and post-partum services for low
1,189,434 income women. This program closed effective June 30, 2015

69,879

Seton Medical Center operates a shuttle that is grant funded by San Mateo
- Transit District as a aservice to the community.
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About Seton Medical Center
Seton Medical Center has been serving the health care needs of San Francisco and northern San Mateo
County since its founding as Mary’s Help Hospital in 1893. The current hospital was built in 1965 and
stands on a 33-acre campus.
Today, Seton Medical Center continues the tradition of patient-centric, quality health care to our entire
community. Recognized for its stroke treatment, cardio-vascular excellence, including STEMI certification,
Seton offers a comprehensive range of medical specialties on both an inpatient and outpatient basis, as
well as emergency services.
Seton has a long tradition and a deep commitment to providing quality care to the communities we
serve.
Seton Coastside provides skilled nursing care to 116 inpatient residents year-round, in addition to
meeting the healthcare needs of our patients, and the surrounding coastal community. Our dedicated
staff of interdisciplinary healthcare team professionals, provide excellent, and comprehensive healthcare.
Seton Coastside operates the only 24-hour standby Emergency Department from Daly City to Santa Cruz,
which is well-equipped and staffed to serve the needs of our community. Our key medical services
include physical, occupational and speech therapies, radiology, mammography and laboratory.

Community Served
Seton Medical Center’s service area includes, but is not limited to, the cities of South San Francisco, Daly
City, Colma, Brisbane, San Bruno, Pacifica, Montara, Moss Beach, Half Moon Bay and certain areas of San
Francisco. Seton serves the North County/Coastal service area in which the U.S. Census counted a
population of 284,838 in 2013. Fewer than one quarter (20%) of the residents in service area are under
the age of 18, while one third (37%) are between the ages of 18 and 44. Fourteen percent are 65 years or
older. The North County/Coastal service area cities have a diverse race/ethnic profile. The two largest
racial subpopulations in the service area are White (41%) and Asian (39%). Across all racial groups, more
than a quarter (26%) reported being of Hispanic/ Latino descent (the US Census Bureau does not consider
Hispanic/ Latino to be a racial category). Data also indicate that nearly 8% of residents in the service
area are living in poverty (100% of Federal Poverty Level, or FPL), similar to the proportion across San
Mateo County as a whole. Nearly one in five North County/Coastal service area residents (19%) live
below 200% of the FPL, and more than two in five (44%) households are overburdened by housing costs
(i.e., housing costs exceed 30% of total household income).
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About Verity Health System
The employees and physicians of Verity Health System are proud to carry on a long history of serving
diverse communities as a regional health system in California. With four hospitals in Northern California
and two in Southern California, Verity partners with our community physicians to provide quality,
compassionate care to our patients and their family members.
Today, Verity Health System seeks to build upon the rich legacy left by the Daughters of Charity Health
System through a transformation of our health care practices. That work includes a focus on more
efficient delivery of quality health care and an enhanced alignment with our physician partners.
With more than 8,000 employees and physicians, the System is governed by the independent Verity
Health System Board of Directors. It is a non-profit, non-religious health care system with 1,650
inpatient beds, six active emergency rooms and a host of medical specialties, committed to providing
community benefit through a variety of community-based outreach programs and wellness activities.

Our Values
The word “verity” refers to the state of being true. For all of us associated with Verity Health System,
that means we will be authentic in our interactions with our patients, their family members and with
each other. We choose to align ourselves with the following values, aspiring to live into these values
each day so that they may guide our actions.

RESPECT
We demonstrate that we value others and ourselves through our words and actions.

CARING
We provide our patients and their families with compassionate, quality care, treating them and each
other with kindness.

INTEGRITY
We act with honesty and transparency and do the right thing.

PASSION
We are dedicated to making a difference in the health of our communities and in the lives of those we
serve.

STEWARDSHIP
We are committed to being wise stewards of our resources, creative in our approach to challenges and
opportunities, and accountable for the results we want to achieve as a charitable organization.

Community Needs Assessment
In 2016, Seton Medical Center participated in the Community Health Needs Assessment (CHNA)
conducted by the San Mateo County Community Benefits Coalition. The CHNA report and the plan to
address those needs (Implementation Strategy Report) may be found on the hospital website:
www.seton.verity.org

3

Benefits for Persons Living in Poverty
In fiscal year 2018, Seton provided more than $800K in community benefit activities. The activities
that fall into this category intend to improve access to care for low-income individuals, the medically
underserved and other vulnerable populations. These activities include providing health care services
to the underinsured and uninsured community members, operating the Health Benefits Resource
Center, and partnering with community programs that care for the homeless.

Health Benefits Resource Center
The Seton Medical Center Health Benefits Resource Center (HBRC) is a one-stop informational and
referral service that advocates for those living in poverty. The center helps low-income individuals
with health insurance enrollment assistance, CalFresh (food stamps) enrollment and reporting and
linkage to additional community resources. Services are provided in English, Spanish and Vietnamese.
In fiscal year 2018, the net cost for Seton to operate the program which provided health insurance
enrollment assistance was $180,415.

Benefits for the Broader Community
Seton Medical Center supports a wide range of programs and activities that provide information and
resources to improve the health and welfare of the broader community, providing more than
$500,000 in community benefit activities in fiscal year 2018. Activities included presenting community
health education classes, participating in community health fairs and screenings, providing health
professions education, and partnerships with community organizations.
Community Health Education
In fiscal year 2018, individuals attended one of Seton’s no - cost health education classes. The classes
address a wide range of health topics including preventative care, hazmat, cardiovascular care,
physical activity, nutrition, and more.
Support Groups
Seton Medical Center also provides a variety of support groups with a safe, healing environment
where community members can gather together to cope with their illness or learn about an illness in
support of a loved one. In fiscal year 2018, support groups met at Seton Medical Center, including
Diabetes Support Group and Weight Loss Program.
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Community Health Fairs and Screenings
Each year, Seton Medical Center is pleased to partner with and participate in community events and
health fairs by providing health education information and screenings. Our community health team
provided a variety of health screenings at multiple hospital events.
Partnerships with Community Organizations
Seton Medical Center believes in community-based collaboration and is committed to working with
partners to build a healthier community. We work with the American Cancer Society, American Heart
Association/American Stroke Association, Hep B Free San Mateo County, Stroke Awareness
Foundation and many more organizations to achieve goals that are greater than what the hospital or
organization can accomplish alone.

Seton Medical Center Community Benefit
Strategy for Fiscal Years 2017- 2019
This report summarizes the plans for Seton Medical Center to sustain and develop new community benefit
programs that address prioritized needs from the 2016 Community Health Needs Assessment (CHNA)
conducted by Seton Medical Center and the San Mateo County Community Benefits Coalition. More
details can be found in the 2016 Implementation Strategy Report posted to our website.

Target Area
Seton Medical Center’s service area includes, but is not limited to, the cities of South San Francisco, Daly
City, Colma, Brisbane, San Bruno, Pacifica, Montara, Moss Beach, Half Moon Bay and certain areas of San
Francisco. Seton serves the North County/Coastal service area in which the U.S. Census counted a
population of 284,838 in 2013.

Health Needs and How Priorities Were Established
Seton Medical Center (Seton) conducted a Community Health Needs Assessment (CHNA) in 2015-2016 to
meet the federal requirements of the Patient Protection and Affordable Care Act (ACA), and to inform
Seton’s investments into the health of its service area in the northern and coastal regions of North San
Mateo County (SMC). The CHNA was approv¬ed by Seton Medical Center’s Board of Directors on June 14,
2016, and in accordance with federal requirements, it is widely available to the public on Seton’s website
at www.seton.verity.org.
Seton conducted the CHNA in partnership with the Healthy Community Collaborative of San Mateo County
(HCC), which consists of representatives from nonprofit hospitals, the County Health Department and
Human Services, public agencies, and community-based organizations. The HCC was formed to identify
and address the shared health needs of the community. The goals of the 2016 CHNA were to provide
insight into the health of the community, prioritize local health needs, and identify areas for improvement.
Secondary data on health indicators in Seton’s service area were analyzed along with the results of focus
groups that were held with community members and health experts. An initial set of health needs were
identified and then Seton’s Community Benefit Advisory Council ranked each health need using multiple
criteria, including:
1. Community’s prioritization of the need (number of times ranked as top need by community
respondents)
6

2. Expert’s prioritization of the need (urgency of need in the eyes of Community Benefit Advisory
Members)
3. Seton Medical Center’s capacity to impact the need

Seton Medical Center Priority Health Needs
The Seton Medical Center Community Benefit Advisory Council reviewed the priorities and determined
that the five listed below are of highest concern for North County resident.

1. Obesity/Diabetes (including fitness, nutrition)
2. Access & Delivery
3. Behavioral Health
4. Heart Disease & Stroke
5. Cancer

Obesity/Diabetes (including fitness, nutrition). There is a higher rate of diabetes among adults in the
county compared to the HP2020 target. Blacks and low-income county residents disproportionately report
having been diagnosed with diabetes. Diabetes is the eighth leading cause of death in the county. The rate
of youth who are overweight in the North County/Coastal service area is higher in the county compared to
California. Childhood obesity disproportionately affects Latino and Black children in the county. The
percentage of county adults who exhibit healthy behaviors has dropped over time.

Access & Delivery. Latino residents and residents of “some other race” in the North County/Coastal service
area are more likely to be uninsured than state residents. The proportion of county residents who report
visiting a doctor for a routine checkup has been trending downward. Providers reported that more
individuals are enrolled in health insurance, although they continue to use the ER or community clinics.
Community members indicated that patients need help navigating the healthcare system.

Behavioral Health. The percentage of North County/Coastal service area adults who self-report excessive
consumption of alcohol is higher than the state. In SMC, the percentage of adults who report mental and
emotional problems is rising, and binge drinking among young adult males is trending up. In addition,
suicide is one of the top 10 leading causes of death in the county. Community members expressed concern
about a lack of resources, and youth focus group participants in South San Francisco indicated that
substance abuse is a more pressing issue in their community than any other health need. The stigma
associated with behavioral health continues to exist.

Heart Disease & Stroke. Mortality rates for heart disease and stroke in the North County/Coastal service
area are higher than HP2020 targets. Diseases of the heart are the leading cause of death in the county,
7

and stroke is the fourth leading cause of death. Rising percentages of county adults report high
cholesterol.
Cancer. Rates of breast cancer incidence and prostate cancer incidence in the North County/Coastal
service area are higher than the state. In addition, the rate of colorectal cancer incidence in the North
County/Coastal service area is higher than the Healthy People 2020 (HP2020) target. Certain ethnic groups
(i.e., Blacks and Whites) in the service area are most affected by cancer and have incidence rates that fail
or equal the state or HP2020 target. Cancer is the second leading cause of death in the county.
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Seton Medical Center
Community Benefit Report
Report Period: Q1 - Q4 FY18 (July 2017 - June 2018)

Persons
Served
Benefits for Persons Living in Poverty
Charity Care at Cost

-

Unreimbursed costs of public programs
- Medi-Cal
- Other indigent programs
Community Health Improvement
Services
Health Professions Education
Subsidized Health Services
Cash and in kind Contributions to
Community Groups
Community Building Activities including
CB operations
Total quantifiable community benefits
for persons living in poverty
Benefits for the Broader Community
Community Health Improvement
Services
Health Professions Education
Subsidized Health Services
Research
Cash and in kind Contributions to
Community Groups
Community Building Activities including
CB operations
Total quantifiable community benefits
for the broader community
Total Quantifiable Benefits
Unpaid Costs of Medicare Program

1,345

Total community
Benefit (CB)
Expense
$

935,405

$

92,975,955

$

180,415

Direct Offsetting
Revenue

$

Net Community
Benefit Expense

$

935,405

91,690,931 $

1,285,024

$

180,415

$
$

-

$

71,656

$

71,656

$

15,728

$

15,728

91,690,931 $

2,488,228

1,345 $

94,179,159 $

$

10,909

$

10,909

$

45,173

$
$
$

45,173
-

$

218,238

$

218,238

$

284,629

$

284,629

9,370 $

558,949

$

558,949

10,715 $

94,738,108
123,155,250

91,690,931 $
73,048,571

3,047,177
50,106,679

9,370
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IMPLEMENTATION PLAN

About Seton Medical Center
Seton Medical Center has been serving the health care needs of San Francisco and northern San Mateo
County since its founding as Mary’s Help Hospital in 1893. The current hospital was built in 1965 and
stands on a 33-acre campus.
Today, Seton Medical Center continues the tradition of patient-centric, quality health care to our entire
community. Recognized for its stroke treatment, cardio-vascular excellence, including STEMI certification,
Seton offers a comprehensive range of medical specialties on both an inpatient and outpatient basis, as
well as emergency services.
Seton has a long tradition of providing quality care to the communities we serve.

About Seton Coastside
Seton Coastside provides skilled nursing care for up to 116 inpatient residents year-round, in addition to
meeting the healthcare needs of our patients, and the surrounding coastal community. Our dedicated
staff of interdisciplinary healthcare team professionals, provide excellent, and comprehensive healthcare.
Seton Coastside operates a 24-hour standby Emergency Department. Our key medical services include
physical, occupational and speech therapies, radiology, mammography and laboratory.

Communities Served by Seton Medical Center and Seton Coastside
The service area includes, but is not limited to, the cities of South San Francisco, Daly City, Colma,
Brisbane, San Bruno, Pacifica, Montara, Moss Beach, Half Moon Bay and certain areas of San Francisco.
Seton and Seton Coastside serve the North County/Coastal service area in which the U.S. Census counted
a population of 284,838 in 2013. Fewer than one quarter (20%) of the residents in service area are under
the age of 18, while one third (37%) are between the ages of 18 and 44. Fourteen percent are 65 years or
older. The North County/Coastal service area cities have a diverse race/ethnic profile. The two largest
racial subpopulations in the service area are White (41%) and Asian (39%). Across all racial groups, more
than a quarter (26%) reported being of Hispanic/ Latino descent (the US Census Bureau does not consider
Hispanic/ Latino to be a racial category). Data also indicate that nearly 8% of residents in the service
area are living in poverty (100% of Federal Poverty Level, or FPL), similar to the proportion across San
Mateo County as a whole. Nearly one in five North County/Coastal service area residents (19%) live
below 200% of the FPL, and more than two in five (44%) households are overburdened by housing costs
(i.e., housing costs exceed 30% of total household income).
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About Verity Health System
The employees and physicians of Verity Health System are proud to carry on a long history of serving
diverse communities as a regional health system in California. With two hospitals in Northern California
and two in Southern California, Verity partners with our community physicians to provide quality,
compassionate care to our patients and their family members.
With more than 4,500 employees and physicians, the System is governed by the independent Verity
Health System Board of Directors. As a a non-profit, non-religious health care system providing acute
care, active emergency rooms and a host of medical specialties, Verity Health System is committed to
providing community benefit through a variety of community-based outreach programs and wellness
activities.

Our Values
The word “verity” refers to the state of being true. For all of us associated with Verity Health System,
that means we will be authentic in our interactions with our patients, their family members and with
each other. We choose to align ourselves with the following values, aspiring to live into these values
each day so that they may guide our actions.

RESPECT
We demonstrate that we value others and ourselves through our words and actions.

CARING
We provide our patients and their families with compassionate, quality care, treating them and each
other with kindness.

INTEGRITY
We act with honesty and transparency and do the right thing.

PASSION
We are dedicated to making a difference in the health of our communities and in the lives of those we
serve.

STEWARDSHIP
We are committed to being wise stewards of our resources, creative in our approach to challenges and
opportunities, and accountable for the results we want to achieve as a charitable organization.

Community Needs Assessment
In 2019, Seton Medical Center participated in the Community Health Needs Assessment (CHNA)
conducted by the San Mateo County Community Benefits Coalition. The CHNA report and the plan to
address those needs (Implementation Strategy Report) may be found on the hospital website:
www.seton.verity.org

3

Benefits for Persons Living in Poverty
In fiscal year 2019, Seton provided more than $404,622 in total community benefit activities. These
activities are intended to improve access to care for low-income individuals, the medically underserved
and other vulnerable populations. These activities included providing health care services to the
underinsured and uninsured community members, operating the Health Benefits Resource Center, and
partnering with community programs that care for the homeless.

Health Benefits Resource Center
The Seton Medical Center Health Benefits Resource Center (HBRC) provides a one-stop informational
and referral service that advocates for those living in poverty. The center helps low-income individuals
with health insurance enrollment assistance, CalFresh (food stamps) enrollment and reporting and
linkage to additional community resources. Services are provided in English, Spanish and Vietnamese

Benefits for the Broader Community
Seton Medical Center supported a wide range of programs and activities that provided information and
resources to improve the health and welfare of the broader community, providing more than $350,000
in community benefit activities in fiscal year 2019. Activities included presenting community health
education classes, participating in community health fairs and screenings, providing health professions
education, and partnerships with community organizations.
Support Groups
Seton Medical Center also provided a variety of support groups with a safe, healing environment where
community members gathered together to cope with their illness or learn about an illness in support
of a loved one. In fiscal year 2019, support groups meeting at Seton Medical Center included Diabetes
Support Group and Weight Loss Program. Seton also donated meeting room space to community-based
organizations.
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Community Health Fairs and Screenings
Seton Medical Center was pleased to partner with and participate in community events and health fairs
by providing health education information and screenings. Our community health team provided a
variety of health screenings at monthly events such as Walk About Talk About multiple hospital events.
Partnerships with Community Organizations
Seton Medical Center believes in community-based collaboration and is committed to working with
partners to build a healthier community. We worked with the American Cancer Society, American
Heart Association, and Hep B Free San Mateo County and other organizations to achieve goals that
are greater than what the hospital or organization could accomplish alone.

Seton Medical Center Community Benefit
Strategy for Fiscal Years 2019- 2022
This report summarizes the prioritized needs from the 2019 Community Health Needs Assessment (CHNA)
conducted by Seton Medical Center and the San Mateo County Community Benefits Coalition. More
details can be found in the 2019 Community Health Needs Assessment posted to our website.

Target Area
Seton Medical Center’s service area includes, but is not limited to, the cities of South San Francisco, Daly
City, Colma, Brisbane, San Bruno, Pacifica, Montara, Moss Beach, Half Moon Bay and certain areas of San
Francisco. Seton serves the North County/Coastal service area in which the U.S. Census counted a
population of 284,838 in 2013.

Health Needs and How Priorities Were Established
Seton Medical Center (Seton) conducted a Community Health Needs Assessment (CHNA) in 2018-2019 to
meet the federal requirements of the Patient Protection and Affordable Care Act (ACA)., and to inform our
community about the health of its service area in the northern and coastal regions of North San Mateo
County (SMC). The CHNA was approved by Seton Medical Center’s Board of Directors on July 9, 2019, and
in accordance with federal requirements, it is widely available to the public on Seton’s website at
www.seton.verity.org.
Seton conducted the CHNA in partnership with the Healthy Community Collaborative of San Mateo County
(HCC), which consists of representatives from nonprofit hospitals, the County Health Department and
Human Services, public agencies, and community-based organizations. The HCC was formed to identify
and address the shared health needs of the community. The goals of the 2019 CHNA are to provide insight
into the health of the community, prioritize local health needs, and identify areas for improvement.
Secondary data on health indicators in Seton’s service area were analyzed along with the results of focus
groups that were held with community members and health experts. An initial set of health needs were
identified and then an internal committee of staff ranked each health need using multiple criteria,
including:
1. Community’s prioritization of the need (number of times ranked as top need by community
respondents)
2. Expert’s prioritization of the need (urgency of need in the eyes of Community Benefit Advisory
Members)
3. Seton Medical Center’s capacity to impact the need
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Seton Medical Center Priority Health Needs
A group of Seton Medical Center staff across clinical, ancillary and administration reviewed the priorities
and determined the five areas of priority listed for North County residents:

1. Health Care Access and Delivery
2. Health Lifestyles
3. Neighborhood and Built Environment
4. Respiratory Conditions
5. Cancer
Health Care Access and Delivery. Community input suggests that health care is often
unaffordable. There are downward trends in the proportion of children who have a usual place for
medical check-ups, the proportion of employed county residents whose jobs offer health benefits,
and residents’ perceptions of the ease of access to specialty care. Low socioeconomic status
residents are more likely than higher-status groups to have health care access issues.
Healthy Lifestyles. This need includes concerns about diabetes, obesity, and fitness, diet, and
nutrition. Diabetes ranks among the leading causes of death in the county. The prevalence of
diabetes and obesity are both on the rise in the county. Statistics for adult diabetes prevalence and
youth fruit/vegetable consumption are significantly worse than state averages. Adults of low
socioeconomic status fail benchmarks for obesity and overweight.
Neighborhood and Built Environment. This need includes access to food and
recreation, community and family safety, community infrastructure and housing quality,
natural environment/climate, and transportation and traffic. Proportions of healthy food
stores and WIC-authorized food stores, drinking water violations, as well as statistics for
public transit access, road network density, and flood vulnerability are all significantly
worse than state averages. Fast food restaurant chains are also on the rise in the county.
Ethnic and income disparities are evident in almost all aspects of this health need.
Cancer. Cancer is the leading cause of death in the county. Overall cancer prevalence as well as
incidence rates for cancers, such as melanoma, prostate, and breast cancers, are significantly higher
in the county than the state. Certain ethnic groups in the county experience disparities, including
African ancestry and Latinx populations.
Respiratory Conditions. Asthma prevalence is increasing and is significantly worse
than benchmarks. Conditions correlated with higher rates of asthma (e.g.,
overweight/obesity and smoking) are significantly higher among the low socioeconomic
status population. COPD, bronchitis, and emphysema are also rising and are twice as
high as the state average. Chronic lower respiratory disease and influenza/pneumonia
were both among the leading causes of death in the county.
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Seton Medical Center
Community Benefit Report
Report Period: Q1 - Q4 FY19 (July 2018 - June 2019)

Persons
Served
Benefits for Persons Living in Poverty
Charity Care at Cost
Unreimbursed costs of public programs
- Medi-Cal
- Other indigent programs
Community Health Improvement
Services
Health Professions Education
Subsidized Health Services
Cash and in kind Contributions to
Community Groups
Community Building Activities including
CB operations
Total quantifiable community benefits
for persons living in poverty
Benefits for the Broader Community
Community Health Improvement
Services
Health Professions Education
Subsidized Health Services
Research
Cash and in kind Contributions to
Community Groups
Community Building Activities including
CB operations
Total quantifiable community benefits
for the broader community
Total Quantifiable Benefits

Total community
Benefit (CB)
Expense

44

$

949,084

61

$

88,412,402

47

$

385,872

4

$

-

$

18,750

$

-

156 $

Direct Offsetting
Revenue

Net Community
Benefit Expense
$

63,393,437

-

-

89,766,108 $

949,084
25,018,964

$

385,872

$
$

-

$

18,750

$

-

63,393,437 $

26,372,670

39,665

$

159,535

$

159,535

159

$
$
$

26,724
-

$
$
$

26,724
-

107

$

31,191

$

31,191

$

224,967

75,000 $

149,967

$

442,417

$

75,000 $

367,417

90,208,525

$

63,468,437 $

26,740,088

39,931
40,087
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Title 11, California Code of Regulations, § 999.5(d)(5)(E)

For each health facility that is the subject of the agreement or transaction, a description of
the current policies and procedures regarding staffing for patient care areas; employee
input on health quality and staffing issues; and employee wages, salaries, benefits, working
conditions and employment protections
Employees at the Seton Facilities are referred to both as “employees” and “associates.”
The Seton Facilities consist of two campuses that operate under one license, are governed by one
board of directors, have one hospital executive leadership team, one set of policies and
procedures, and a collective bargaining agreement for each union that represents employees at
both locations. The descriptions in this Section and the associated supporting materials apply to
both the Seton Medical Center and Seton Medical Coastside campuses.
Staffing For Patient Care Areas
The Seton Facilities have established policies and procedures to ensure adequate staffing levels
for patient care areas. Attached to this Section 999.5(d)(5)(E) as Exhibit 1, is a list of these
staffing policies and procedures and staffing matrices.
Employee Input on Health Quality and Staffing Issues
The Conflict Resolution Policy for employees and the Grievance Procedure for NonContractual Associates are attached to this Section 999.5(d)(5)(E) as Exhibit 2.
In addition, all employees have a variety of ways to provide input to hospital leaders:


Employees can bring up suggestions in staff meetings, in meetings one-on-one with their
immediate supervisor, and in all hands “town hall” meetings with the hospital CEO and
other leaders. The CEO attends department staff meetings and unit huddles each week to
share information in-person in small group settings and to answer any questions or
respond to suggestions of associates. The CEO also holds weekly employee forums and
rounds consistently on all hospital units.



Employees may raise suggestions or concerns to human resources or, if represented by
a labor organization, to their union steward.



Employees may call a toll-free telephone number or use a website to report concerns.
Associates may anonymously report issues, concerns, or make suggestions.

4827-4558-8919v.7 0115205-000006

Employee Wages, Salaries, Benefits, Working Conditions, and Employment Protections
The Seton Facilities have established policies and procedures that address employee wages,
salaries, benefits, working conditions, and employment protections. A list of these policies and
procedures is attached to this Section 999.5(d)(5)(E) as Exhibit 3.
Seton has an Employee Handbook that describes hospital policies, standards, benefits, procedures,
the hiring process, performance expectations, hours and pay, benefits and retirement, health and
safety, time away from work, and communication related to grievance. A copy of the Employee
Handbook is attached to this Section 999.5(d)(5)(E) as Exhibit 4 (Compensation section at pages
17-20 and the Benefits section at pages 23-30).
Also attached to this Section 999.5(d)(5)(E) as Exhibit 5 are the Code of Conduct and Associates
Rights Policies.
Collective Bargaining Agreements
Seton Medical Center is a party to, or otherwise a covered entity under, the following collective
bargaining agreements:6


CNA Local Contract 2016-2020 by and between Seton Medical Center and the California
Nurses Association;



Collective Bargaining Agreement by and between Seton Medical Center, O’Connor
Hospital, St. Vincent Medical Center, and Saint Louise Regional Hospital and the
California Nurses Association (Master Agreement), December 22, 2016 through December
21, 2020, (a) modified pursuant to Section 1113 of the Bankruptcy Code to eliminate OCH
and SLRH, and (b) pending modification to eliminate SVMC;



Collective Bargaining Agreement by and between Seton Medical Center and Engineers
and Scientists of California IFPTE Local 20, May 1, 2017 through April 30, 2020;



Collective Bargaining Agreement by and between Seton Medical Center / Seton Medical
Center Coastside and the International Union of Operating Engineers Stationary Engineers,
Local 39, October 1, 2019 through September 30, 2020; and



Collective Bargaining Agreement by and between Seton Medical Center / Seton Medical
Center-Coastside and National Union of Healthcare Workers, November 1, 2016 through
October 31, 2019, which continued on a month-to-month basis through February 2020. The
parties are now operating under the terms and conditions of the agreement without a formal
extension in place.

Applicant reserves the right to modify or reject any collective bargaining agreement in accordance with applicable
law.
6
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Title 11, California Code of Regulations,§ 999.5(d)(5)(E)
Exhibit 1

Nuclear Medicine
Dept. #

Department Name

7650
7650
7650
7650

Nuclear Medicine
Nuclear Medicine
Nuclear Medicine
Nuclear Medicine

Position Title
NucMed Tech Lead
NucMed Tech
Office Coordinator
Tech Assistant
TOTAL

NUMBER

FTE

HOURS

1.00
1.00
1.00
1.00

1.00
1.00
1.00
0.80

80
80
80
64

4.00

3.80

304

WORK DAYS
M-F
M-F
M-F
M,T,W,T

SMC Nuclear Medicine Department On Call Hours
Rate
Dept. #
HR's / PP
Half
EE's
Hourly
/ Salary
7650
256

Shift

Status

1
1
1
1

MLOA

Perdiem
Perdiem
Perdiem

8
8

8
8
216

5.4 FTE's Clerical staff

/ 40
Total FTE'S

34 FTE

Radiation Oncology
Dept. #
7640
7640
7640
7640
7640
7640
7640
7640
7640
7640

Department Name
Position Title
Radiation Oncology
Radiation Therapist
Radiation Oncology
Simulation Radiation Therapist
Radiation Oncology
Radiation Therapist
Radiation Oncology
Supervisor / Dosimitrist
Radiation Oncology
RN
Radiation Oncology
Rad Tech Assisstan
Radiation Oncology
Senior Office Coordinator
Radiation Oncology
Pysicist
Radiation Oncology
Physicist
Radiation Oncology
Physicist
TOTAL

Dept. #
7640

# OF EE's
2.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00

FTE
1.90
1.00
0.10
1.00
0.80
1.00
1.00
0.60
0.10
0.10

HOURS
152
80
1
80
64
80
80
48
1
1

11.00

7.60

587

WORK DAYS
M-F
M-F
PD
M-F
M,T,W,TH / VARIBLE
M-F
M-F
T,W,F
Contract
PD

SMC Radiation Oncology Department On Call Hours
Rate
HR's / PP
Half EE's Hourly / Salary
48

Shift
1
1
1
1
1
1
1
1
1
1

Status

(.9) on MLAO
RETIRING 5/10/19
Vacant
Vacant

SMCC Radiology Department
Dept. #
7630
7630
7630
7630

Department Name
SMCC RADIOLOGY
SMCC RADIOLOGY
SMCC RADIOLOGY
SMCC RADIOLOGY

Position Title
Lead X-ray Technologist
X-ray Technologist
X-ray Technologist
X-ray Technologist
TOTAL

NUMBER

FTE

HOURS

1.00
1.00
1.00
1.00

1.00
0.10
0.10
0.10

80
1
1
1

4.00

1.30

83

WORK DAYS
M-F
Per Diem
Per Diem
Per Diem

SMCC Radiology Department On Call Hours
Rate
Dept. #
HR's / PP
Half
EE's
Hourly
/ Salary
7630
248

Shift
1
1
1
1

Status

MLOA

Echocardiography
Dept. #

Department Name

Position Title

NUMBER

7560
7560
7560
7560
7560

Echocardiology
Echocardiology
Echocardiology
Echocardiology
Echocardiology

Echo Tech II Lead
Echo Tech II (Registered)
Echo Tech II (Registered)
Echo Tech II (Registered)
Echo Tech II (Registered)
TOTAL

FTE

HOURS

1.00
1.00
1.00
1.00
1.00

1.00
0.80
0.60
0.10
0.10

80
64
48

5.00

2.60

192

WORK DAYS
M-F
M, T, TH, F
M-TH
Per Diem
Per Diem

Shift

Status

1
1
1
1
1

Per Diem
Per Diem

Vascular Lab
Dept. #

Department Name

7871
7871
7871
7871

Vascular Lab
Vascular Lab
Vascular Lab
Vascular Lab

Position Title

NUMBER

Vascular tech II
Vascular tech II
Vascular tech II
Vascular tech II
TOTAL

FTE

HOURS

1.00
1.00
1.00
1.00

0.60
0.60
0.10
0.10

48
48

4.00

1.40

96

WORK DAYS

Shift

Status

M-F
M-F
Per Diem
Per Diem

1
1
1
1

Per Diem
Per Diem

WORK DAYS
M-F
M-F
Per Diem

Shift
1
1
1

WORK DAYS
M-F
Per Diem

Shift
1
1

Electrocardiology
Dept. #
7591
7591
7591

Department Name
Electrocardiology
Electrocardiology
Electrocardiology

Position Title
Cardiology Tech
Sr. Office Coordinator
Cardiology Tech
TOTAL

NUMBER
1.00
1.00
1.00

3.00

FTE
1.00
1.00
0.10

HOURS
80
80

2.10

160

Status

Per Diem

Electroencephalography
Dept. #
Department Name
7620
Electroencephalography
7620
Electroencephalography

Position Title
Neurology Tech
Neurology Tech
TOTAL

NUMBER
1.00
1.00

2.00

FTE
0.75
0.10

HOURS
60

0.85

60

Status

Per Diem

RT(7720) and PFT (7730)
1
2
4
3
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

Title
RRT
CRT
CRT
RRT
RRT
RRT
RRT
CRT
RRT
RRT
RRT
RRT
RRT
RRT
CRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
RRT
CRT
RRT
RRT
RRT
RRT
RRT

Status Hour

FTE

60
72
PD
48
56
48
72
72
48
72
72
72
72
PD
72
60
PD
60
72
72
72
48
72
72
PD
60
60
72
PD
72
72
60
48
72
PD
PD
72
PD
72
72
72
48

0.75
0.9
0
0.6
0.7
0.6
0.9
0.9
0.6
0.9
0.9
0.9
0.9
0
0.9
0.75
0
0.75
0.9
0.9
0.9
0.6
0.9
0.9
0
0.75
0.75
0.9
0
0.9
0.9
0.75
0.6
0.9
0
0
0.9
0
0.9
0.9
0.9
0.6

Contractual
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union

Scheduling Patterns
5 shifts per 2 wks - DAYS
6 shifts per 2 weeks - NOCS
2 shifts per week - VARIABLE
4 shifts per 2 weeks - DAYS
4-5 shifts per 2 weeks - NOCS
2 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - NOCS
6 shifts per 2 weeks - DAYS
2 shifts per 2 weeks -VARIABLE
6 shifts per 2 weeks - NOCS
6 shifts per 2 weeks - NOCS
6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - NOCS
2 Shifts per 2 weeks - VARIABLE
6 shifts per 2 weeks - NOCS
5 shifts per 2 wks - VARIABLE
2 shifts per 2 wks -VARIABLE
5 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - NOCS
4 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - DAYS
2 Shifts per 2 weeks - VARIABLE
5 shifts per 2 wks - NOCS
5 shifts per 2 weeks - VARIABLE
6 shifts per 2 weeks - DAYS
2 shifts per 2 weeks - VARIABLE
6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - DAYS
5 shifts per 2 weeks - DAYS
4 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - DAYS
2 shifts per 2 weeks - VARIABLE
2 shifts per 2 weeks - VARIABLE
6 shifts per 2 weeks - DAYS
2 shits per 2 weeks - VARIABLE
6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - VARIABLE
6 shifts per 2 weeks - DAYS
2 shifts per 2 wks - NOCS

43
44
45
46
47
48
49
50
51
52
53

CRT
RRT
RRT
RRT
CRT
RRT
RRT
RRT
CRT
RRT
Sr. O.C.

72
72
72
72
48
72
72
72
72
72
80

0.9
0.9
0.9
0.9
0.6
0.9
0.9
0.9
0.9
0.9
1

Union
Union
Union
Union
Union
Union
Union
Union
Union
Union
Union

6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - NOCS
6 shifts per 2 weeks - NOCS
6 shifts per 2 weeks - DAYS
2 shifts per 2 weeks - NOCS
6 shifts per 2 weeks - NOCS
6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - DAYS
6 shifts per 2 weeks - DAYS
10 shifts per 2 weeks - DAYS

54

CRT

48

0.6

Union

6 shifts per 2 weeks - DAYS
Due to resignation 4/19

Total

3040

38

PT (7770) - ST (7780) - OT (7790)
1
2
3
4
5
6
7

Title
PT
AIDE
AIDE
PT
PT
AIDE
PT

Status Hour

PD
40
64
PD
72
48
PD

FTE
0
0.5
0.8
0
0.9
0.6
0

8
9
10
11
12
13
14
15
16
17
18

PT

80

1

Manager
AIDE
AIDE
PT
PT
PT
PT
PT
PT
PT

80
40
PD
64
80
64
PD
80
80
80

1
0.5
0
0.8
1
0.8
0
1
1
1

20
21
22

OTR
OTR-SW
OTR-SW

PD
48
PD

0
0.6
0

Contractual / Contractual

Scheduling Patterns
2 shifts per 4 week schedule

Union
Union
2 shifts per 4 week schedule

Union
3 shifts per 4 week schedule
5 shifts every week (flexes between Setoin
/Coastside)

Union
Union

3 shifts per every week
4 shifts every week

1 shift every other week
13 week assignmet
14 week assignmet
15 week assignmet

3 shifts every week
5 shifts at Seton Coastside (currently)
3-4 shifts per week

23
24
25
26

OTR
OTR
OTR
OTR-SW

72
PD
80
PD

0.9
0
1
0

27

OTR-

80

1

28
29
30
31
32
33

SLP
SLP-RPE
SLP
SLP
SLP
SLP

PD
48
PD
PD
PD
64

0.8

1264

15.8

Total

3 shifts per week
5 shifts per week
2 shifts per 4 weeks

13 week assignment

5 shifts every week

2 shifts every week

0.6
1 shift per week or every other week
4 shifts every week
3 shifts per month (weekends)

Coastside
Title

1
2

AIDE
PT
Assistant

FTE

Contractual / Contractual

80

1

Union

48

0.6

Union

Status Hour

Scheduling Patterns

PT from Seton Assists with assignments
4-5shifts per week

3

OT from Seton Assists with assgnments
5 shifts per week

SLP

Total

PD

0

80
PD
80

1
0
1

2816

35.2

2 shifts per week

RT 7720
Seton
6:00-18:30
18:00-6:30
7:30-16:00
Total Hours

Par Level Per shift
RT Day Shift
RT Night Shift
Sen Office Coordinator

Sun

Mon

Tue

Wed

Thu

Fri

Sat

Sun

Mon

Tue

Wed

Thu

Fri

Sat

132
72

132
72
8
204

132
72
8
204

132
72
8
204

132
72
8
204

132
72
8
204

132
72

132
72

204

204

132
72
8
204

132
72
8
204

132
72
8
204

132
72
8
204

132
72
8
204

132
72
8
204

204

PT 7770

PT Day Shift
PTA Day Shift
Manager

Sun

Mon

Tue

Wed

Thu

Fri

Sat

Sun

Mon

Tue

Wed

Thu

Fri

Sat

52
16

52
16
8
76

52
16
8
76

52
16
8
76

52
16
8
76

52
16
8
76

52
16
0
68

52
16
0
68

52
16
8
76

52
16
8
76

52
16
8
76

52
16
8
76

52
16
8
76

52
16
0
68

68

ST 7780

ST Day Shift

Sun

Mon

Tue

Wed

Thu

Fri

Sat

Sun

Mon

Tue

Wed

Thu

Fri

Sat

8

16

16

16

16

16

8

8

16

16

16

16

16

8

16

16

16

16

16

8

8

16

16

16

16

16

8

8

Total Hours

OT 7790

OT Day Shift

Sun

Mon

Tue

Wed

Thu

Fri

Sat

Sun

Mon

Tue

Wed

Thu

Fri

Sat

0

24

24

24

24

24

8

0

24

24

24

24

24

1

24

24

24

24

24

8

0

24

24

24

24

24

8

0

Total Hours

PT 7770

ST 7780

39 bed SNF 1 ST par
level + acute volume
based
2 x 8 hrs
TOTAL HOURS
192

39 bed SNF 2 OTs par
level + acute volume
based
3 x 8 hrs
TOTAL HOURS
256
Par Level Per shift

Coastside
8:00-16:30
8:30-16:30
8:00-16:30
Total Hours

39 bed SNF 3.5 PTs par
level + acute volume
based
6.5 x 8 hrs
2 x 8 hrs
TOTAL HOURS
1032

Par Level Per shift

Seton
8:00-16:30

2856

Par Level Per shift

Seton
8:00-16:30

TOTAL HOURS

Par Level Per shift

Seton
8:00-16:30
8:30-16:30
8:00-16:30
Total Hours

11 x 12hrs
6x 12hrs

PT Day Shift
PTA Day Shift
Unit Coordinator

Sun

Mon

Tue

Wed

Thu

Fri

Sat

Sun

Mon

Tue

Wed

Thu

Fri

Sat

0
0

8
16
8
32

8
16
8
32

8
16
8
32

8
8
8
24

8
8
8
24

0
0
0
0

0
0
0
0

8
16
8
32

8
16
8
32

8
16
8
32

8
8
8
24

8
8
8
24

0
0
0
0

0

116 bed SNF 2.5
PT/PTA/PTA aide par
level + outpatient
volume based
6.5 x 8 hrs
2 x 8 hrs
TOTAL HOURS
288
Par Level Per shift

Coastside
8:00-16:30

ST Day Shift

Sun

Mon

Tue

Wed

Thu

Fri

Sat

Sun

Mon

Tue

Wed

Thu

Fri

Sat

0

8

0

4

0

4

0

0

8

0

4

0

4

0

8

0

4

0

4

0

0

8

0

4

0

4

0

0

Total Hours

OT 7790

Par Level Per shift

Coastside
8:00-16:30
Total Hours

116 bed SNF 0.5 ST par
level + outpatient
volume based
4-8 hrs
TOTAL HOURS
32

OT Day Shift

Sun

Mon

Tue

Wed

Thu

Fri

Sat

Sun

Mon

Tue

Wed

Thu

Fri

Sat

0

8

8

8

8

8

0

0

8

8

8

8

8

0

8

8

8

8

8

0

0

8

8

8

8

8

0

0

116 bed SNF 1 OT par
level + outpateint
volume based
8 hrs
TOTAL HOURS
80

Staffing Matrix
Seton Medical Center
Department Central Transport, Nursing Admin, Float Personnel
Cost Center Number 8370,8720,8730
Day

RN, (ICU) Nurse Admin
RN, (ICU) Nurse Admin
RN, (ICU) Nurse Admin - AAA - One Shift
Supv, Nurse Admin - A - One Shift
Supv, Nurse Admin - A - One Shift
Supv, Nurse Admin - 83D
Supv, Nurse Admin - R - One Shift
Supv, Nurse Admin - A - One Shift
Supv, Nurse Admin - AAA - One Shift
Supv, Nurse Admin - A
Supv, Nurse Admin - A - One Shift
Supv, Nurse Admin - A
RN, Nurse Admin - D
RN, Nurse Admin - AAA - One Shift
RN, Nurse Admin - D
Admin Assist, Nursing Admin - 8D
Staffing Clerk, Nurse Admin - R - One Shift
Staffing Clerk, Nurse Admin - 8D
Staffing Clerk, Nurse Admin - 8D
Staffing Clerk, Nurse Admin - LOA
Staffing Clerk, Nurse Admin - 8D - One Shift
CNA, Nursing/Float PL, D
CNA, Nursing/Float PL, D+
CNA, Nursing/Float PL, D
CNA, Nursing/Float PL, LOA
Transporter, Nursing Admin/SMC - IP Transport - 8D
Transporter, Nursing Admin/SMC - IP Transport - 83D
Transporter, Nursing Admin/SMC - IP Transport - D
Transporter, Nursing Admin/SMC - IP Transport - 83D
Transporter, Nursing Admin/SMC - IP Transport - WC
Transporter, Nursing Admin/SMC - IP Transport - 7D
Transporter, Nursing Admin/SMC - IP Transport LOA Transporter, Nursing Admin/SMC - IP Transport 8D

PM
RN, (ICU) Nurse Admin
Supv, Nurse Admin - P12
RN, Nurse Admin - 11D
Transporter, Nursing Admin/SMC - IP Transport - 11D
Transporter, Nursing Admin/SMC - IP Transport - 10D
Transporter, Nursing Admin/SMC - IP Transport - 10D

RN, (ICU) Nurse Admin = 1
RN, (ICU) Nurse Admin = 2 + 1 PD

Night

Staffing Matrix- Seton Medical Center
Department- Pharmacy
Cost Center Number- 7710
Day

PM

Night

Pharmacist 6:30 I
Pharmacist 8:00 PK
Pharmacist 8:30
Pharmacist 8:30 ICU/ED
Pharmacist 9:00 LTC
Technician 6:30 P
Technician 7:00 UD
Technician 8:00 IV
Technician 10:30 P (Mon-Fri)
Buyer (Mon-Fri)
Sr Technician/Biller (2 positions) (Mon-Fri)
ID Pharmacist (Mon-Fri)
Director of Pharmacy (Mon-Fri)

Pharmacist 14:00 I Technician
13:30 IV (Fri & Sat) Technician
14:30 UD Technician 15:00
Anes Pharmacist 12:30

Pharmacist 20:45 N
Technician 20:45 N

Seton Medical Center
Department: Materials Management
Cost Center Number: 8400
Day
MATERIALS COORDINATOR; DAY ONLY; 1 FTE CENTRAL TECH I; 0.7 FTE;
VARIABLE SHIFTS CENTRAL TECH; 0.9 FTE; DAY ONLY CENTRAL TECH; 0.5
FTE; VARIABLE SHIFTS CENTRAL TECH; 1 FTE; VARIABLE SHIFTS CENTRAL
TECH; 0.9 FTE; VARIABLE SHIFTS OR BUYER; 1 FTE DAY ONLY
CENTRAL TECH; PER DIEM; VARIABLE SHIFTS CENTRAL TECH; 0.9 FTE; DAY
ONLY CENTRAL TECH; 0.6 FTE; VARIABLE CENTRAL TECH ; 0.6 FTE; VARIABLE
SHIFTS CENTRAL TECH; 1 FTE; DAY ONLY RECEIVING CLERK; 1 FTE; DAY
ONLY SUPERVISOR; 1 FTE; DAY ONLY

Staffing Matrix

PM

Night
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Inst Tech
Inst Tech
Inst Tech
Inst Tech
Inst Tech
Inst Tech
Inst Tech
Inst Tech
Inst Tech
Inst Tech
Inst Tech
Inst Tech
Inst Tech
Sup
Mgr

1
1
1
0.5
1
1
1
1
1
1
0.1
0.1
0.1
1
1

On Call ( decon, assembly,
Sterilization )

Decon, Assembly, Sterilization, equipment round and cleaning

23:30

23:00

22:30

22:00

21:30

21:00

20:30

20:00

19:30

19:00

18:30

18:00

17:30

17:00

3rd shift
16:30

16:00

15:30

15:00

14:30

14:00

13:30

13:00

12:30

12:00

11:30

11:00

10:30

10:00

2nd shift
9:30

9:00

8:30

8:00

7:30

7:00

Saturday, Sunday, Holiday

6:30

6:00

1st shift

Title 11, California Code of Regulations,§ 999.5(d)(5)(E)
Exhibit 2

Title 11, California Code of Regulations,§ 999.5(d)(5)(E)
Exhibit 3

Title 11, California Code of Regulations,§ 999.5(d)(5)(E)
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Welcome
Welcome to Seton Medical Center/Seton Medical Center Coastside
(SMC/SMCC). I hope you share our pride in being a part of a caring and
professional team.
We make every effort to employ qualified individuals, without regard to
race, color, religion, national origin, race, sex, gender identity, disability or
sexual orientation. This policy is consistent with our mission of providing
the highest quality care to our patients.
Our Employees are one of the most valuable resources we offer to our
patients and other customers. Your skills and compassions with patients
and the community guarantee that the caring tradition established by our
founders will continue to flourish.
We have designated this Handbook to clarify for you our philosophy,
policies and benefits. Please refer to SMC/SMCC Human Resources Policy
and Procedure Manual for a complete description or contact the Human
Resources Department if you have any questions.
We are glad that you have chosen to work with us and hope that your
employment will be a rewarding experience.

John Ferrelli
President and Chief Executive Officer
Seton Medical Center & Seton Medical Center Coastside
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Our Mission
We promote healthy families, responsible stewardship of the environment, and a just
society through value-based relationships and community-based collaboration.

What is Verity Health System?
Composed of four hospitals in Northern California and two in Southern California and
Verity’s physician network and Verity Medical Foundation, our health system partners
with our community physicians to provide quality, compassionate care to our patients
and their family members.
Together we are Verity Health.

Verity Health System Values:
Respect
We demonstrate that we value others and ourselves through our words and actions.
Caring
We provide our patients and their families with compassionate, quality care, treating
them and each other with kindness.
Integrity
We act with honesty and transparency and do the right thing.
Passion
We are dedicated to making a difference in the health of our communities and in the
lives of those we serve.
Stewardship
We are committed to being wise stewards of our resources, creative in our approach to
challenges and opportunities, and accountable for the results we want to achieve as a
charitable organization.
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Our Affiliated Groups
Each of our facilities has affiliated groups who donate their time on an unpaid basis to
support our organization in various ways. These separate lay groups include the
Auxiliary, Employees, Volunteers and are affiliated with one of our facilities. The
primary function of these groups is fund raising and support for facility programs.

Customer Service
To our patients and visitors, you are SMC/SMCC. Your relationship with them should be
courteous, friendly and thoughtful. Your attitude and helpfulness at a time when they
may be in pain, frightened or worried, will long be remembered in connection with our
facilities.

Our Ethics
Our ethics include an obligation to keep in strict confidence all that pertains to patients
and their affairs. This obligation extends to every Employee. If you are offered gifts or
money from patients, please refuse them politely. It is part of your job to render the
best care and service to all we serve. Accepting gratuities or breaching patient
confidentiality is inappropriate and may be grounds for termination of employment.

Statement of Understanding
This handbook summarizes the general Human Resources Policies, which applies to all
Employees, except where varied for Employees covered by collective bargaining
agreements. This handbook does not contain all the details of our Human Resources
Policies, and if there is any conflict, the provisions of the Human Resources Policy and
Procedure Manual will take precedence. You are encouraged to familiarize yourself
with the contents of both the Employee Handbook and the Human Resources Policy and
Procedure Manual. Verbal commitments made by managers should not be construed as
policy. This Handbook is not and should not be construed as a contract of employment.
Employment is “at will” and is not guaranteed for any period of time. Either you or
SMC/SMCC may end employment at any time or without advance notice or cause.
SMC/SMCC reserve the right to make changes in policies and practices.
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OUR COMMITMENT TO YOU

Employee Relations Philosophy
We believe Employees want an organization of which they can be proud, where they
contribute to a common good, where they enjoy their work and are empowered to
apply their energy, talent and ideas to grow and to continuously improve. We believe
Employees (employees) also want an organization where they may participate in
decisions, are listened to, and fairly treated; where honesty, teamwork and diversity in
the workforce are valued; where people have the knowledge, authority and resources
to do their work and where everyone shares in the reward of a job well done.
The commitment of SMC/SMCC is to provide a caring environment where these needs
can be filled. Recognizing that our activities and service often take place in an
atmosphere of intensity and high demand, the environment will also encourage support
from the medical staff, management, and co-workers.
As we move into the future, we want to build on our values and develop new ways to
continue to provide the best patient care services.

Equal Employment Opportunity
We pride ourselves in our long-standing policy to offer fair and equal employment
opportunity for qualified individuals, without regard to race, color, national origin, age,
sex, marital status, sexual orientation, gender identity, religion, veteran status, or
disability defined by law. This policy is consistent with our mission of providing the
highest quality care to our patients.
Additionally it is our policy to maintain an environment free of sexual harassment.
Employee conduct, whether intentional or unintentional, verbal or physical, that results
in harassment of other Employees because of their gender, or other reasons, will not be
tolerated.
The foregoing policy will continue to apply to hiring, placement, promotion, transfer,
recruitment, layoff, compensation, benefits, and selection for training and all other
aspects of employment.
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Questions regarding this policy should be directed to the Human Resources
Department. All such questions will be held in strictest confidence with no fear of
reprisal or job jeopardy.
All Employees are expected to support these policies and to bring management’s
attention any instance where these policies are not followed.

Drug Free Workplace
Our policies prohibit Employees from using, distributing, or being under the influence of
illegal drugs in the work place. Strict disciplinary action, including termination, will be
imposed on any Employee violating the drug abuse policy. Additionally, all Employees
are encouraged to notify the Director of Human Resources or the Manager of Employee
Health of any Employee suspected of committing a drug offense in the work place.

Employment of Relatives
Relatives are likely to make good Employees. However, the potential for preferential
treatment may exist. To ensure equal opportunity for all candidates, applicants who are
relatives of an Employee will be considered for employment upon the approval of
Human Resources, and with the provision that there is no direct or indirect supervisory
relationship between the Employee and the relative, or where there is no influence
affecting employment of the relative. A relative is defined as a spouse, parent, in-law,
sibling, child, stepchild, other close relative of the Employee, legally domiciled adult* or
significant other.
*Legally domiciled adult is someone who is not an eligible dependent child, and is over
18, who, during the calendar year has as his/her principal place of residence and
Employee’s home, is a member of the Employee household, and for whom the
Employee provides more than 50% support, or is the Employee’s domestic partner.
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EMPLOYMENT EXPECTATIONS AND STANDARDS

Physical Assessments
Physical assessments are required of Employees prior to employment with us. These
are provided at no cost to you. Certain departments, because of the type of work
performed, may require annual lab testing or other exams.

Appearance
Every Employee is a representative of our facilities and thereby becomes a part of our
public image. Personal cleanliness, neatness, and appropriate adherence to the dress
code enhance your professional appearance and inspire confidence in your ability.
Good judgment in grooming should be exercised at all times and appropriate business
attire should be worn. Employees working in certain job classifications may be required
to wear uniforms. If you have any questions regarding appropriate work attire, please
ask your supervisor.

New Employee Orientation
As an introduction to SMC/SMCC and the workplace, all new Employees are required to
attend an orientation program during the first month of employment. The purpose of
the program is to familiarize you with our history, mission, organization, services and
resources, workplace safety, policies and benefits. You will also have the opportunity to
ask questions.
Each department will conduct a more detailed orientation regarding specific
department policies and job assignments.
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Name Badges
All Employees are issued photograph/name identification cards. Please wear your name
badge at all times while on duty. It is important that patients and visitors are able to
identify you. Your name badge may be needed and shown to civil authorities as
identification in the event of a disaster.

Employee Classifications
All our Employees fall into the following job classifications:






Regular Full Time-Working a predetermined work schedule of 40 hours per
week.
Regular Part Time-Working a predetermined schedule of less than 40 hours, but
at least 20 hours per week.
Limited Part Time-Working a predetermined work schedule of less than 20 hours
per week.
Casual (Relief of Per Diem)-Working intermittently, as needed and does not work
a pre-determined, fixed schedule.
Temporary-Working on a one-time, non-recurring basis for a specific period of
time (usually 90 days or less).

Regular full time and part time Employees are entitled to receive benefits, with the
exception that regular part time Employees will receive any paid time off at a prorated
amount determined by the number of hours worked. Limited part time and causal
Employees do not receive benefits.
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PERFORMANCE EXPECTATIONS

Introductory Period
The first ninety days of your employment are considered a “get acquainted” period.
During this period you will have the opportunity to demonstrate your ability, interest in
the job, and compatibility with coworkers. The introductory period allows your
supervisor to determine whether you will satisfactorily fulfill the requirements of your
job, and you will decide whether you wish to remain in this position. A performance
evaluation will occur at the end of this period. A per diem Employee’s introductory
period will end after the Employee has completed 135 days of employment.

Performance Review
Your performance will normally be reviewed annually with your supervisor. During this
evaluation, goals are set for the next year, responsibilities are clarified and job
performance is reviewed and noted. This is your opportunity to find out how well you
are meeting expectations and in what areas you may need to improve. Your progress
and involvement with us is important, so we encourage you to participate actively in
these evaluations.
You are entitled to know what criteria are used in judging performance and are
encouraged to obtain this information at the beginning of your employment. We want
you to be an active and effective part of our organization and this can occur only if
mutual expectations are thoroughly communicated and agreed upon.

Confidentiality
As an Employee, you may have access to personal, medical or financial information
regarding patients and/or SMC/SMCC Employees. You have a legal and ethical
responsibility to observe the confidentiality of such information.
If you are approached by a representative or a reporter from a newspaper, magazine,
television, radio station, or any other form of media, please refer the party to the
Communications Department. Representatives from Communications are responsible
for responding to all inquiries regarding SMC/SMCC and specific patients. Any inquiries
regarding an Employee should be referred to Human Resources.
12

Absence and Tardiness
Employees need time away from work for rest, relaxation, recuperation from illness,
and personal and family needs. For this reason, regular Employees are offered
considerable time away from work in the forms of Paid Time Off (vacation and sick
leave), Bereavement Leave, Jury Duty and several types of unpaid leaves of absence.
It is equally important, however, for managers to be able to rely upon regular and
consistent attendance by Employees. Unexcused or excessive absences must be
avoided in the interest of all Employees (employees) and patients.
The following definitions are used as guidelines for absences and tardiness.
Excused Absence – When an Employee has sought and been granted in advance time off
from work by his/her supervisor.
Unexcused Absence – When an Employee has failed to report to work when scheduled,
and/or has failed to remain at work for the duration of the shift, and without
supervisory approval.
Tardiness – When an Employee reports or returns to his/her designated work area after
the scheduled starting time, breaks, or lunch period.
Reporting Illness – If you are unable to report for work due to illness, injury, or other
emergencies, or if you are unable to report to work on time, you are required to notify
your supervisor before the start of the shift. We request that you let your supervisor
know as early as possible. The minimum requirement is 60 minutes prior to the start of
your shift. If your department is closed a message may be left with the Nursing
Supervisor in charge. You must contact your immediate supervisor once your
department is open to report your illness. Nursing staff should make an attempt to
contact their direct supervisor; if unable to do so, please contact the Staffing Office or
House Supervisor as early as possible so that a replacement can be found.
You may be asked to provide written verification of your illness or emergency. In
addition, written verification from your attending physician or health care provider is
required for absences of more than three consecutive days.
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Standards of Conduct
To provide an environment conductive to the delivery of quality patient care, all
Employees must maintain professional standard of conduct and performance. Failure to
adhere to these standards will result in disciplinary action and/or immediate discharge.
Any disciplinary action taken by SMC/SMCC will be guided by these principles:



















Falsifying or altering employment applications, physical examination
questionnaires, work records, time cards or other official records;
Theft, deliberate damage, unauthorized removal or possession of SMC/SMCC
property or property of any person/patient whose property is within our
facilities;
Deliberate failure to observe safety rules and regulations;
Gambling, gross misconduct in the discharge of standards of work behavior;
insubordination, refusal to perform work within an Employee (employee)’s
classification, or carry out a reasonable directive;
Excessive tardiness and absenteeism or abuse of benefits and privileges; feigning
illness or the misrepresentation of reasons in applying for a leave of absence,
sick leave or other time off from work;
Use of alcohol or drugs during working hours or immediately in advance of
coming to work (where the Employee is, while at work, still under the effect of
such consumption);
Conduct endangering the life, safety or health of others; fighting, disruptive or
other inappropriate conduct while on SMC/SMCC premises;
Possessing any firearms or weapons in or on facility premises;
Unauthorized verbal or written disclosure or release of information and/or
records regarding our patients and/or operations;
Smoking in any facility by Employees;
Posting or removal of literature, handbills or petitions on facility premises
without authorization from a department manager or appropriate management
official;
Sleeping on the job, wasting time (loafing), intentional slowdown of productivity
or intentional disruption of the workplace;
Excessive performance of personal or business on organizational premises
without proper authorization, to include, but not limited to, the following:
a.
The use of SMC/SMCC equipment for personal reasons
b.
Improper or unauthorized use of SMC/SMCC property or facilities
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Other actions, which, in the judgment of Management, could result in serious
adverse consequences to SMC/SMCC, the department, another Employee or the
welfare of a patient.

Problems can often be corrected through informal discussion with your supervisor,
department manager, or a member of the Human Resources Department, but you
should familiarize yourself with the procedures for the administration of disciplinary
action. We reserve the right to use any level of discipline we deem appropriate when
implementing disciplinary actions.

Accommodation Staff Requests
Employees may request that they not be required to participate in an aspect of patient
care, including treatment, where there is perceived conflict with the staff member’s
cultural values, ethics, or religious beliefs. Our policy ensures that patient care will not
be compromised while the Employee’s request is being evaluated.
If an Employee perceives that participation in the care of a patient conflicts with
personal cultural values, ethics, or religious beliefs, he/she should immediately contact
his/her supervisor or the Nursing Supervisor. The supervisor will immediately assign
another Employee, if available, to care for the patient while the issue is being resolved.
This will ensure that the patient’s care is not negatively affected. This may require that
two Employees trade patient responsibilities or that an additional Employee is called to
assume the assignment. If another Employee is not readily available, attempts will be
made to find another qualified Employee to assume the assignment. At no time shall
the care of the patient be compromised.
The supervisor/manager will evaluate the Employee’s request based upon the following
considerations:
The request is deemed valid and can be accommodated within the Employee’s
(employee’s) current department without compromising patient care or placing
undue hardship on the departmental operations. This accommodation may be
made on a long-term or short-term basis.
The request is deemed valid but cannot be accommodated within the Employee
current department. In this situation, the manager/supervisor will refer the
Employee to Human Resources in an effort to seek another position within the
organization. This may be a permanent or temporary transfer. If such a position
15

is not available, the Employee may request an unpaid leave of absence or be
separated from the organization as a voluntary resignation.
The request is deemed invalid and therefore not granted.
Once the supervisor/manager has evaluated the situation, a decision will be made
whether or not such an accommodation can be granted. In most cases the decision will
be made within 24 hours following notification.
Failure of an Employee to participate in patient care as directed or failure to provide an
acceptable level of care will result in disciplinary action.

Gratuities/Solicitations
Every patient and customer is entitled to the best care and service you can provide
without partiality of any kind. Accordingly, Employees may not accept tips or other
gratuities from patients, their relatives, and friends or from firms with which we do
business. If you are offered gifts or money from patients, please refuse them politely.
Accepting gratuities is inappropriate and may be grounds for termination of
employment.
Solicitation is not permitted for any purpose except with the authorization of the
Director of Human Resources or other management official.

Conflict Resolution Process
When a group of people work together, job-related conflicts are apt to surface
occasionally. If a conflict should arise and cannot be resolved through open discussion
with your supervisor, a conflict resolution process is available for you to utilize. Details
are outlined in the Human Resources Policies and Procedure Manual or in the applicable
collective bargaining agreement.
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Personnel Records
The Human Resources Department maintains all permanent records for Employees. You
are asked to inform Human Resources in writing of any change in name, address, and
telephone number, marital status or number of dependents, so that these records
remain accurate. Please also note that Human Resources needs to know if any changes
in the name of the person to be notified in case of emergency or changes in beneficiary
information.
You must make an appointment with Human Resources if you wish to review your file.
Appointments will generally be made within 24 hours.

Resignation
SMC/SMCC realize that there are situations when Employees may resign from their
employment to follow other interests. Non-management Employees (employees) are
requested to give at least a two-week written resignation notice. Management
Employees are requested to provide a 30-day notice. Failure to provide the requested
advance notice may make an employee ineligible for rehire.
When you terminate employment, you are entitled to be paid for all accrued Paid Time
Off hours to date, except extended sick leave hours (contractual Employees (should
refer to their collective bargaining agreement). It is advisable to contact Human
Resources regarding your benefits before your last day of work.
COMPENSATION

Wage and Salary Administration
We normally review the salary ranges of all positions annually. Our pay practices
provide incentives for maximum contribution to SMC/SMCC for retention of skill and
experience, and for self-improvement. Therefore, each job classification is assigned a
broad salary range to appropriately compensate different levels of job responsibility and
experience. Salaries of non-contractual Employees are reviewed annually, and
depending upon job market factors, an across the board increase may be granted. For
contractual Employees, the terms of the collective bargaining agreement determine
wage adjustments.
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Human Resources is responsible for conducting salary surveys and assuring that our
salary ranges and actual pay rates remain competitive. As necessary, wage adjustments
may be made from time to time to maintain market competitiveness and equity.

Hours of Work
Our facilities provide care to patients every day of the year, 24 hours per day.
Therefore, our work force is scheduled to work over the entire 24-hour period every day
of the week. Our official workweek begins at 12:01 a.m. Sunday and ends at midnight
the following Saturday. Most pf the nursing shifts are from 7:00 a.m. to 3:30 p.m., 3:00
p.m. to 11:30 p.m. and 11:00 p.m. to 7:30 a.m. Departments other than nursing may
have different schedules, and your work schedule will be explained to you at your time
of hire.

Shift Differential
Shift differentials are intended to provide additional compensation for inconvenience
due to working hours outside the normal workday. Compensation for shift differentials
is explained in the Human Resources Policy and Procedure Manual and in applicable
collective bargaining agreements.

Meal and Rest Periods
A regularly scheduled shift is normally eight and one-half hours long, including an
unpaid 30-minute meal period. If you work a shift of more than 5 hours, you will be
provided with a thirty-minute unpaid meal period unless:





You complete your shift I six hours, and both you and your supervisor agree to
waive the meal period, or
You are required to work a shift of eight hours within eight consecutive hours
and are authorized to have your meal at your workstation, in which case you will
be paid for the on-half hour meal period.
You are an “exempt” employee. Please contact your supervisor if you have any
questions regarding this status.
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You will receive two 15-minute paid rest breaks per shift unless the total work shift is
less than four hours. Meal periods and rest breaks cannot be combined and will be
scheduled by your supervisor.

Work Schedules
Regular full-time Employees generally work eight hours per day five days a week. Days
off are generally two consecutive days in the week and remain fixed. Other alternative
work schedules may exists to meet staffing needs in various departments and, if utilized,
will be explained to you by your supervisor. Contractual Employees should refer to their
collective bargaining agreement.

Overtime
If overtime work is necessary, your department manager or supervisor must provide you
with advance authorization. Overtime is defined as any time worked in excess of eight
hours in a pay period, depending on work schedules and collective bargaining
agreements.
Non-exempt Employees are those covered by the provision of the Fair Labor Standards
Act and state wage and hour requirements. Non-exempts Employees are compensated
for overtime at one and one-half times their regular hourly rate of pay, and double time
after 12 hours worked in one day. Double time is also paid for time worked on the
seventh consecutive day of work in one workweek.
Exempt Employees are those who are exempt from overtime pay and whose duties are
defined as executive, administrative, management, professional, or supervisory.

On-Call Pay
Certain departments hire Employees in an on-call capacity. Payment in this category
differs depending on the needs of the department and applicable collective bargaining
agreement.
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Recording Your Work Time
SMC/SMCC policy and State and Federal laws require that an accurate record be kept of
all the hours you have worked. All Employees are responsible for recording at his or her
time to include:
(1) time reported to work,
(2) start and end time for meal breaks and (3) completion of the daily shift.
The employee is responsible to take meal periods and rest breaks in accordance with
state law unless circumstances beyond the Employee’s control prevent this, or if
approved by the department manager. Each exempt Employee is responsible for using
the Kronos system to record their presence onsite one time per day.
The Employee is responsible for transferring hours worked to the appropriate
department when assigned outside his/her home department.
The Employee is responsible for indicating the start and end of the various differentials,
(ie: Charge Pay Differential, Lead Pay, Call Back, Training Pay, Preceptor, etc.)
D. On the occasion when an Employee needs to have swipe/punch information changed
(i.e., no meal break, missed swipe/punch), the Employee is responsible for notifying his
or her Manager/Designee of the correction via the Kronos Log. The notice must be given
to the Manager/Designee at the completion of the shift.
The swipe/punch change shall be documented on the Kronos Log for the pay period in
which the change occurs. Both the Employee and Manager/Designee shall
sign/date/time the Change Log.
The Employee shall not swipe/punch in more than seven (7) minutes prior to the start of
a shift or swipe/punch out more than seven (7) minutes after the end of a shift without
the approval of his/her Manager/Designee.
The Employee shall not for any reason record another Employee’s work time.
Falsification of time, one’s own or a co-worker’s, for the purpose of compensation shall
subject all persons responsible to disciplinary action up to and including termination.
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Payday and Paychecks
Payday is every other Friday for the two-week period ending the previous Saturday at
midnight. Paychecks are obtained by the supervisor of each department, or his/her
designee, for distribution and may not be given out to anyone other than the employee
to whom the check is issued, without prior written consent.
If you have a question about your paycheck, please discuss this with your supervisor
who will follow up with the Payroll Department. Any errors on checks will normally be
corrected on the following paycheck unless there is prevailing contractual language.

Paycheck Advances
It is our policy not to give advances on salary; however, you may request and receive
your vacation (PTO) pay with two weeks advance notice before your scheduled time off.

Payroll Deductions
Required Deductions
There are four payroll deductions required by law:





Federal Income Tax
State Income Tax
Federal Insurance Contribution Act (FICA) (Social Security and Medicare)
California State Disability (SDI)

Voluntary Deductions
You may need to elect to have the following voluntary deductions:


Credit Union – Payments on loans or savings plans will be deducted in
accordance with the amount agreed upon by you and the Credit Union.
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Benefit Deductions – Contributions for healthcare benefits, Flexible Spending
Accounts, Life Insurance, Accidental Death and Dismemberment, Long Term
Disability.
Union Dues – If you are a union member, with written authorization, union dues
may be deducted from your paycheck.
Tax Sheltered Annuities
Savings Bonds

Garnishment of Wages
We are required by law to withhold legally garnished wages as directed by the court.
Upon receipt of a judgment for a debt, paychecks will be garnished until the judgment is
satisfied or the garnishment expires, or until as release is obtained from the garnishing
agency.
SMC/SMCC provides a variety of benefit packages to all its eligible Employees
(employees). The benefits described in the following three sections provide a general
overview of what is offered to you as an employee. Human Resources will provide you
with specific details on each of the benefit plans.
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EMPLOYEE BENEFITS
Health Insurance, Dental Insurance, Vision Care, Life Insurance and Long Term Disability
These comprehensive benefits are available on the first of the month following 30 days
of continuous employment. (Contractual Employees (employees) should refer to their
collective bargaining agreement for eligibility dates and specific provisions).

State Disability Insurance
The purpose of the California State Disability Insurance (SDI) is to provide income in the
event you are unable to work as a result of any non-work related injury or illness. You
are required by law to pay for this insurance through automatic payroll deduction. SDI
becomes available on the eighth calendar day of injury or illness or on the first day of
hospitalization.
Disability benefits are not paid automatically. You must submit a claim to the State in
accordance with instructions on the claim form. Human Resources can provide you the
forms and assistance in applying for SDI benefits. If you are disabled for eight or more
calendar days, your sick leave or paid time off/extended sick leave will be calculated on
the assumption that you have applied for SDI benefits.

Worker’s Compensation Benefits
Should you become injured on the job or become ill as a result of work, you may be
eligible to receive Worker’s Compensation benefits. These benefits, which are designed
to provide you with income protection and medical treatment in the event of a workrelated injury, are paid for entirely by SMC/SMCC.
If you are injured while on duty, regardless of how minor the injury may seem, you must
report this to you supervisor and Employee Health. Employee Health is open Monday
through Friday. Injured Employees (employees) should report to the Emergency Room
during hours when Employee Health is closed. Failure to report an injury immediately
may result in disciplinary action.
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Blood Bank
As a service to our Employees (employees) and their families, our facilities sponsor a
blood bank or participate in blood drives periodically. Blood donations are encouraged.

Employee Recognition
Throughout the year, several events are held to provide formal recognition to our
Employees (employees). In recognition of long-term service, a special event is held each
year honoring Employees (employees) who attain five or more years of service. Awards
are presented at five-year intervals starting at the fifth year of employment.

Retirement/Pension Plan
SMC/SMCC provide a pension plan for its eligible Employees (employees) through the
Retirement Plan for Hospital Employees (RPHE). Employees (employees) become fully
vested after 5 years of service. A year of service is defined at least 1000 hours of paid
time within a calendar year. When combined with Tax Sheltered Annuities and Social
Security, pension plan benefits will help you prepare for you living needs at the time of
your retirement.
Details of the pension plan are available from the Human Resources, RPHE, or in
applicable union agreements.

Tax Sheltered Annuities
Tax Sheltered Annuity programs are provided for SMC/SMCC Employees (employees).
Regular full-time, part-time and limited part-time Employees (employees) are eligible to
participate starting the first day of employment. For additional information and
provider names, please contact Human Resources.
Paid Time Off Program (PTO) and Extended Sick Leave (ESL)
Each eligible Employee is provided with two time off accounts and begins accruing time
on the first day of employment. These accounts are:
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Paid Time Off (PTO)
PTO is an Employee benefit program designed to provide regular full or part-time
non-contractual Employees (employees) with paid personal time away from
work. PTO can be used for vacations, holidays, religious observances, personal
or family business, maternity, disability or illness, health or dental appointments,
or any other reason deemed appropriate to you, the Employee (employee), as
approved by your supervisor. PTO may also be used when the department
reduces operations or closes for the day. PTO should be scheduled and
approved in advance whenever possible.



Extended Sick Leave (ESL)
ESL hours are to help compensate for sever or long-term illness; i.e., when
hospitalized for one or more days, following a surgery performed at an
outpatient surgery center or hospital, or when absent from work for a single
illness for a period of time in excess of 3 scheduled work days or in excess of
twenty-four hours of scheduled work time.

Additional information regarding PTO/ESL accruals and usage is available in the Human
Resources Policy and Procedures Manual and the union contract.
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Holidays
Because it is necessary to continually provide care to our patients, it is not possible for
all Employees (employees) to be off work on a holiday. We will pay you from your PTO
bank if you do not work on a scheduled holiday.
SMC/SMCC recognizes the following holidays for this plan:









New Year’s Day
Martin Luther King, Jr.’s Birthday
President’s Day
Memorial Day
Independence Day
Labor Day
Thanksgiving Day
Christmas Day

Contractual Employees should refer to their collective bargaining agreement regarding
time off provisions, sick leave and holidays.

Leave of Absence (LOA)
There are several types of leaves of absence to which an Employee may be entitled.
Generally, leaves of absence are available to regular full time and regular part time
Employees following 12 months of continuous employment. This one-year provision
may be waived based upon departmental needs and operations, State and Federal law,
and approval of the department manager and Human Resources. In all cases a leave of
absence request form must be completed and approved. Please refer to the Human
Resources Policies and Procedure Manual for details.

Family and Medical LOA (FMLA)
FMLA requires covered employers to provide up to 12 weeks of unpaid, job-protected
leave to eligible Employees for certain family and medical reasons in a 12-month period.
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You are eligible for such a leave if you have worked at SMC/SMCC for at least one year
and worked 1,250 hours over the previous 12 months and apply for a leave for any of
the following reasons:
•
•
•

Birth or adoption of a child or placement of a foster child
Serious illness of a spouse or legally domiciled adult, child, or partner
Your own serious illness

During this leave time any accrued time must first be exhausted. The remaining amount
of the leave will be unpaid. Ordinarily you must provide 30 days advance notice when
applying for the leave.
Medical certification is required when requesting a leave as a result of your own serious
health condition, and we may require a second or third opinion (at our expense), and a
fitness for duty report to work. Leave may be denied if requirements for the leave of
absence are not met.
For up to 12 weeks, we will maintain your health benefits whether the time is paid or
unpaid. You will be responsible for paying only the same portion of the contribution for
health benefits as you do as an active Employee. Upon return from FMLA leave, in most
cases you will be restored to the same or equivalent position with equivalent pay,
benefits, and other employment terms.

Personal LOA
Personal Leaves of Absence may be granted to Employees at the discretion of
management in consultation with Human Resources under certain circumstances. Any
regular full-time and part-time Employees may apply for Personal Leave of Absence of
up to 30 days following one year of continuous employment, extended absences must
be approved by your manager and the Director of Human Resources. Your department
manager must balance your request against the operational needs of the department.
Therefore, a Personal Leave is considered a privilege and not a right.

Workers’ Compensation LOA
Workers Compensation Leaves of Absence are available to Employees who are injured
or become ill as a result of work.
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Medical/Pregnancy LOA
Medial Leaves/Pregnancy Leaves of Absence are available to Employees who are unable
to work as verified by their physicians’ recommendations (see Family and Medical Leave
of Absence).

Military LOA
If you are a member of the National Guard or Military Reserve, you are eligible to
receive a leave without pay to attend required training programs. You must submit a
copy of your military orders with your Leave of Absence Request.

Jury Duty
All regular full-time or part-time Employees are eligible for time off to serve on jury
duty. If you are selected for jury duty, you will be paid the difference between your jury
duty pay and your regular pay. To be eligible for jury duty pay, you must submit to your
supervisor the court clerk’s statement indicating the time you served.
Jury duty pay does not apply if you are summoned as a witness. Paid time off (PTO or
vacation time) must be used for this purpose. Contractual Employees should refer to
their collective bargaining agreement for specifics.

Voting Time Off
Although SMC/SMCC anticipates that most Employees have sufficient time to vote,
some Employees, due to their work schedules, may require time off from work. If you
are a registered voter and wish to vote in any general, direct primary, or presidential
primary election, and you do not have sufficient time to vote because of your work
schedule, you may request the necessary time off to allow you to vote. You may be
granted up to two hours of Paid Time Off (PTO or vacation time) or unpaid time for
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voting purposes. You must give your supervisor two days advance notice time is
required, with complete justification in writing.

School Conferences
Pursuant to California Labor Code, Employees will be allowed up to eight hours per
month for the purpose of attending conference meetings or functions at their child’s
school. You must provide your supervisor advance notice in writing of time needed for
this purpose. Employees may take time off without pay or use accrued PTO or Vacation
time.
We recognize that it is important for Employees to have the opportunity to upgrade
their skills and knowledge through training and education. In learning new and better
ways to work, Employee experience increased job satisfaction and are better equipped
for future positions within the organization. Patients, in turn, benefit from Employees’
increased ability and expertise.

Educational Time Off
Employees are encouraged to advance professionally by attending classes or workshops
related to their jobs. Although you are responsible for identifying educational
opportunities related to your job, you are encouraged to discuss your needs and
eligibility with your supervisor (please refer to the applicable collective bargaining
agreement if you are a contractual Employee.

Tuition Assistance
Tuition Assistance for successfully completed job-related courses is available to regular
full-time or regular part-time Employees. Tuition is paid for courses at fully accredited
institutions on either a quarter or semester basis. Funds are distributed on a first come,
first served basis and the program’s funding status will be reviewed each year at the end
of the fiscal budget cycle. Applications are available from Nursing Administration.
Contractual Employees should refer to their collective bargaining agreement for details.

29

Promotions and Transfers
SMC/SMCC encourages internal mobility. After six months in your current position you
are eligible to apply for a transfer or promotion provided: 1) you are not currently and
have not been under counseling or disciplinary action for the previous six months, and
2) you are qualified for the position. Typically, the most qualified candidate will be hired
for the position regardless of seniority or current SMC/SMCC employment (contractual
Employees should refer to their collective bargaining agreement).
We publish a weekly job vacancy listing, posted on facility bulletin boards and in Human
Resources, to facilitate this process. To apply for a position, please complete a “Transfer
Request” form and submit it to Human Resources.
Promoted or transferred Employees will be released within a time frame mutually
agreed upon by the affected department managers, not to exceed 30 days. Employees
who transfer to a lower graded position, will normally be paid either (1) their current
salary or (2) the maximum of the lower grade, whichever is less.
SAFETY AND SECURITY

Safety Management
A safe work environment is essential to provide the best patient care available. We are
committed to providing you with the safest work environment possible through a
comprehensive safety management program that identifies and eliminates hazards.
As an Employee, you are responsible for knowing and following safe work practices and
procedures, and for using appropriate safety and personal protective equipment during
the performance of your job duties.
Be alert for hazards that may cause accidents to patients or staff. Spilled water,
equipment failures and electrical fixtures are some examples of dangerous accident
potential. Any conditions that may be dangerous or could cause an accident should be
reported to your supervisor, department director, Security or the Engineering
Department for corrective action.
If you observe an injury to a patient or visitor, immediately secure medical attention for
the patient or visitor, and complete an incident report which is available from your
supervisor.
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Fire Safety
A fire plan is essential to minimize the potential loss of property or lives due to fire. You
should become familiar with your facility’s Fire Plan and be ready to implement it any
time you hear fire alarms or “Code Red” announced over the public address system.
You can help prevent fires by being alert to and correcting conditions that may
constitute a fire hazard. Items such as frayed electrical cords, broken electrical plugs,
accumulation of combustible materials, and improperly stored flammable liquids are a
few examples of situations that can lead to fires. In the event of a fire:
•
•
•
•

Turn on alarm by using fire box alarm
Call the facility operator
If necessary, remove patients while confining the fire by closing doors and
windows, and
Extinguish fire-direct extinguish fire-direct extinguisher to base of fire.

Emergency Preparedness
We maintain emergency preparedness plans to manage all types of disaster situations
that could impair normal operating conditions. You should discuss your department’s
responsibilities with your supervisor and become familiar with your role in disaster
situations.

Clean Air Policy
For health and safety reasons, a smoke-free environment is maintained throughout
SMC/SMCC. Smoking is permitted only in designated outdoor areas. It is each
Employee’s (employee’s) responsibility to educate and inform the public of this policy.

Employee Lockers
At each facility lockers are available for Employees who need an area to change
uniforms and who have no designated space to store necessary personal belongings.
Because lockers are SMC/SMCC property, they are subject to inspection without notice
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or authorization. However, you will be informed, when possible, if an inspection of your
locker is required.

Security
The security of our facilities as well as the welfare of Employees and patients requires
that every individual be constantly aware of potential security risks. You should
immediately notify your supervisor or the Security Department when unknown persons
are behaving in a suspicious manner in or around a facility.
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COMMUNICATIONS

Publications
We issue a variety of publications to keep Employees, staff, patients and visitors
informed of our services, programs and special events.

Bulletin Boards
There are several bulletin boards located in various areas in Human Resources. These
bulletin boards are used for the posting of SMC/SMCC or Employee notices, job
information and items of educational or general interest.

Media Information
All inquiries from the media regarding patients or any of our facilities are to be referred
to Verity System Communications Department.

Telephone Calls
Other than for emergency reasons, personal phone calls while on duty are discouraged
to keep lines free for business-related calls. Pay phones are located in each facility for
personal use.
FACILITIES AND SERVICES

Transportation/Shuttle Bus Service
Information is available on van services, public transportation and other alternative
methods of transportation to and from work. For information on the various methods
of transportation available, please contact the Security Department or Human
Resources.
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Dining Facilities
Each facility has a cafeteria for Employee use and provides a variety of well-balanced
meals at moderate prices.

Medical Library
The Medical Library serves all hospital Employees and the Medical Staff. Some of the
services offered include computerized literature searches and reference services.

Employee Discounts
SMC/SMCC offers several discounts for Employees. Human Resources can provide you
with the dollar-saving programs available.

Employer Property
Desks, storage areas, work areas, lockers, file cabinets, credenzas, computer systems,
office telephones, modems, facsimile machines, copy machines, and SMC/SMCC
vehicles are property of SMC/SMCC. All such areas and items must be kept clean and
are to be used only for work purposes. We reserve the right at all times, and without
prior notice, to inspect and search any and all SMC/SMCC property. Such inspections
may be conducted during or after business hours and in the presence or absence of
Employees.
Computer systems and other technical resources, including voice mail systems, are
provided for business use. As a result, computer data and voice mail are readily
available to numerous individuals and cannot be considered private property.
This handbook was prepared by the Human Resources Department to provide
information about employment with SMC/SMCC. The material included is in summary
form and does not constitute the complete Human Resources Policies and Procedures.
If you encounter a situation that is not clearly defined in this Handbook, please ask
your supervisor to elaborate or contact the Human Resources Department for details.
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Accidental Death
&
Dismemberment
Long Term
Disability

You
SMC/SMCC

First of the month
following 30 days of
employment
First of the month
following 30 days of
employment
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retirement income at the
time of retirement
Benefits as provided by
carrier. Contact Human
Resources for details
Benefits as provided by
carrier. Contact Human
Resources for details.

~Employee Handbook Acknowledgement~

Your Employee handbook is intended to provide a summary of various topics of which you
should be aware of. You should also review the Policies and Procedures and the terms of any
collective bargaining agreement because they are the governing documents and will prevail over
any variation between the Handbook and these documents. The specific policies and
procedures contain many more details; and since policies are revised from time to time, you
should review the complete policy manual periodically. A copy is available for review from your
department manager or the Human Resources Department. If you are a contractual Employee,
you need to be familiar with your contract in addition to all SMC/SMCC policies.
It is your responsibility to:
• Read your handbook carefully and keep it handy for future reference.
• Ask your supervisor or the Human Resources Department for guidance if any policy,
procedure, or other issues are unclear.
• Be aware that the areas covered by the handbook, including the specific policies,
procedures, benefits, compensation and other employment related areas may be
deleted or revised in the future as necessary, and that you must review these revisions
since they will govern your employment.
This Employee Handbook supersedes all previous handbooks. The handbook is neither a contract
of employment nor a promise of continued employment. If does not create an implied or
contractual duty between an Employee and SMC/SMCC or any medical facility. The same applies
to the acceptance or continuance of employment and any SMC/SMCC policy, procedures, or
practice. Your employment can be ended by the employer or SMC/SMCC reasons, which either
the Employee or SMC/SMCC consider sufficient.
RECEIPT OF EMPLOYEE HANDBOOK
I have received the Employee handbook and I understand that it is my responsibility to read and
become familiar with the entire Handbook and to seek clarification from my superior or the
Human Resources Department if I have any questions. I understand the compliance with
policies and procedures is my responsibility. I understand the Employee Handbook is a
summary of current policies that may change from time to time and it is my responsibility to
read posted announcements, check with my supervisor and periodically review the complete
Human Resources Policy and Procedure Manual. I further understand that although current
policies may change from time to time, the at-will nature of employment will not change. I am
aware that the Employee Handbook, which I have received is intended only to provide
information. And is not to be interpreted as a contract of employment, either expressed or
implied, between me and SMC/SMCC or any medical facility.
By my signature below, I agree to be aware of, understand and abide by all of SMC/SMCC
policies that affect me.
Employee Signature

Date

Print Name
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Title 11, California Code of Regulations,§ 999.5(d)(5)(E)
Exhibit 5

#20

Title 11, California Code of Regulations, § 999.5(d)(5)(F)

For each health facility that is the subject of the agreement or transaction, all existing
documents setting forth any guarantees made by any entity that would be taking over
operation or control of the health facilities subject to the transaction relating to employee
job security and retraining, or the continuation of current staffing levels and policies,
employee wages, salaries, benefits, working conditions and employment protections
Pursuant to the APA, AHMC is obligated to make offers of employment to substantially all Hospital
Employees (as defined in the APA), which includes employees of the Applicant and of its affiliates
that employ individuals at the Seton Facilities, and other employees as scheduled in the APA. See
the Asset Purchase Agreement for additional details, which is attached to Section 999.5(d)(1)(B) as
Exhibit 1.
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Title 11, California Code of Regulations, § 999.5(d)(5)(G)

If the transaction will have any impact on reproductive healthcare services provided by any
facility that is the subject of transaction, or any impact on the availability or accessibility of
reproductive healthcare services, a description of all reproductive healthcare services
provided in the last five years by each health facility that is the subject of the transaction
The proposed Transaction is not expected to have any impact on reproductive healthcare services
at the Seton Facilities.
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Title 11, California Code of Regulations, § 999.5(d)(5)(H)

Statement describing all effects that the proposed agreement or transaction may have on
healthcare services provided by the facility including, but not limited to, any changes in the
types or levels of medical services that may be provided at the facility and a statement of
how the proposed transaction may affect the availability and accessibility of healthcare in
the affected communities
The proposed Transaction is expected to have a positive effect on the delivery of healthcare
services in the communities served by the Seton Facilities. In fact, the parties believe that this
Transaction will improve the availability and access to healthcare services in the affected
communities.
AHMC intends to expand its relationship with the Health Plan of San Mateo to enhance services
offered to its beneficiaries. It also anticipates the ability to enhance services and offerings that have
been diminished in recent years in light of the financial struggles of the Seton Facilities and the
system bankruptcy.
Most notably, but for the sale of the Seton Facilities to AHMC, the Applicant may have had to
close the Seton Facilities given its cash flow losses. The Seton Facilities provide important
healthcare services to Daly City, Moss Beach and their surrounding communities. The Daly City
campus is currently licensed for 357 beds, comprising 250 general acute care beds, 83 skilled
nursing beds (including a 44-bed subacute unit), and 24 acute psychiatric beds. It employs
approximately 1,172 employees represented by four unions (namely, NUHW, CAN, Local 20 and
Local 39). The Coastside Campus is licensed for five general acute care beds and 116 skilled
nursing facility beds. The Coastside Campus also operates the only 24-hour “standby” Emergency
Department along the 55-mile stretch between Santa Cruz and Daly City.
The communities served by the Seton Facilities, and particularly the County of San Mateo, have
made the critical importance of the Seton Facilities to healthcare access clear. On March 2 and
March 3, 2020, the VHS Board met to review the challenges facing the Seton Facilities, and voted
on next steps with respect to the Seton Medical Center campus. These meetings are subject to the
attorney-client privilege and the minutes are confidential.
On March 3, and subsequently on March 6 and March 10, 2020, the Board of Supervisors of the
County of San Mateo held meetings to address the importance of the Seton Facilities and to explore
the County’s ability to financially subsidize the Seton Facilities in anticipation of their possible
closure. At these meetings, residents, employees and representatives of San Mateo County, the
Seton Facilities and the unions presented many hours of public comment concerning the
tremendous benefits the Seton Facilities provide to the communities they serve and the tremendous
loss that would result if the Seton Facilities were to close. While San Mateo County’s own financial
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situation made it difficult for it to subsidize the Seton Facilities, the value of the Seton Facilities
to the San Mateo County cannot be overstated.7
As outlined in greater detail below, VHS and Seton entered into the Services Agreement with the
State of California for, among other things, the rendering of inpatient hospital services and the
dedication of inpatient capacity at Seton Medical Center to address the COVID-19 pandemic in
exchange for a monthly payment of up to $5 million. On March 20, 2020, the Bankruptcy Court
granted [Docket No. 4315] the Debtors’ motion to approve the Services Agreement [Docket No.
4302]. Notwithstanding the Services Agreement, the Seton Facilities continue to incur substantial
operational losses. These cumulative losses have depleted the Applicant’s cash reserves, which
would be insufficient to sustain the Seton Facilities if the current sale to AHMC does not close
(and quickly).

7

We understand San Mateo County may be looking to provide funding to support a buyer of the Seton Facilities.
Any such arrangement would be between the Purchaser and San Mateo County.
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Title 11, California Code of Regulations, § 999.5(d)(5)(I)

Description and copy of all current contracts between the applicant and the city in which
the applicant is located and current contracts between the applicant and the county in
which the applicant is located for each health facility subject to the transaction
Attached to this Section 999.5(d)(5)(I) as Exhibit 1 is a chart listing all applicable city and county
contracts and a copy of each contract.
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Title 11, California Code of Regulations,§ 999.5(d)(5)(I)
Exhibit 1

County and City Contracts
CONTRACTED PARTY

HOSPITAL

AGREEEMENT

EXHIBIT

County of San Mateo

Seton Medical Center (jointly with
Seton Medical Center Coastside )

County of San Mateo

Seton Medical Center

Agreement between the County of San Mateo and Seton Medical Center/Seton Coastside Medical Center - Hospital Preparedness
Program
ST Segment Elevation Myocardial Infarction Care System (STEMI) Agreement between the County of San Mateo and Seton Medical
Center

County of San Mateo

Seton Medical Center

County of San Mateo Health System
County of San Mateo

Seton Medical Center
Seton Medical Center

San Francisco Health Plan

Seton Medical Center (jointly with
Seton Medical Center Coastside )

San Mateo Health Authority dba Health Plan of San Mateo

Seton Medical Center

San Mateo Health Commission dba Health Plan of San Mateo

Seton Medical Center

San Mateo Health Commission dba Health Plan of San Mateo

Seton Medical Center

San Mateo County Behavioral Health and Recovery Services Division

Seton Medical Center

Hospital Agreement by and between the San Mateo Health Commission d.b.a. Health Plan of San Mateo, an independent public agency
establlished by the San Mateo County Board of Supervisors, and Seton Medical Center Medi-Cal Agreement
Care Advantage Hospital Service Agreement Between San Mateo Health Commission d.b a. Health Plan of San Mateo and Seton Medical
Center
Memorandum of Understanding between San Mateo County Behavioral Health and Recovery Services Division and Seton Medical Center
– Behavioral Health and Recovery Services

San Mateo County Community College District

Seton Medical Center

Affiliation Agreement between Seton Medical Center and San Mateo Community College – Radiology Technology Program

1K

San Mateo County Community College District

Seton Medical Center (jointly with
Seton Medical Center Coastside )

Affiliation Agreement between Seton Medical Center and San Mateo County Community College District – RN Program

1L

San Mateo County Transit District

Seton Medical Center

Rail Shuttle Bus Service Administration Agreement by and between San Mateo County Transit District and Seton Medical Center

1M

SETON MEDICAL CENTER

** The list represents all the contracts the Applicants believe are active and were located in VHS contract database

Agreement between Seton Medical Center and The County of San Mateo for Finanical Support for Seismic Upgrades
Biosense Program Information Sharing and Data Use Agreement by and between County of San Mateo Health Center and Seton Medical
Center
Agreement between the County of San Mateo and Seton Medical Center - Designation as Primary Stroke Center
Fee-for- Service Hospital Services Agreement by and between San Francisco Health Authority and San Francisco Community Health
Authority both local governmental entities and doing business as San Francisco Health Plan and Seton Medical Center and Seton
Coastside
Medical Services Agreement between San Mateo Community Health Authority and Seton Medical Center - Access and Care for Everyone
(ACE) Program

1A
1B
1C
1D
1E

1F
1G

1H
1I
1J

Exhibit 1A

Exhibit 1B

Exhibit 1C

Exhibit 1D

Exhibit 1E

Exhibit 1F

Exhibit 1G

Exhibit 1H

Exhibit 1I

Exhibit 1J

Exhibit 1K

Exhibit 1L

Exhibit 1M
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Title 11, California Code of Regulations, § 999.5(d)(5)(J)

Description of compliance with the Alfred E. Alquist Hospital Facilities Seismic Safety Act of
1983, as amended by the California Hospital Facilities Seismic Safety Act, for each health
facility that is the subject of the affiliation
Seton Medical Center’s 1963 Tower and Front Wing are SPC-1 buildings that required renovation
or closure prior to January 1, 2020. Applicant filed for an AB 2190 extension on March 26, 2019,
which extends the project completion date until July 1, 2022. The extension request was stamped
approved. Construction was required to begin by April 1, 2020 or else the Applicant faced penalties.
To date, this construction has not started. Applicant submitted a request to waive the April 1, 2020
construction commencement requirement, that has been received and validated by OSHPD. An
updated compliance schedule will be created and submitted with the next Quality Report, which is
due on June 30, 2020. The deadline for construction final based on the AB 2190 extension for these
projects is July 1, 2022.
The remainder of Seton Medical Center buildings are SPC-3 or higher. All of its buildings are at
least NPC-3 compliant after OSHPD approvals of completed work, which are anticipated by May
20, 2020.
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Title 11, California Code of Regulations, § 999.5(d)(5)(K)

A description of each measure proposed by the applicant to mitigate or eliminate any
significant adverse effect on the availability or accessibility of healthcare services to the
affected communities by the transaction
The proposed Transaction is not expected to have an adverse effect on the availability or
accessibility of healthcare services. In fact, the proposed Transaction is expected to provide greater
availability and accessibility of healthcare services to the affected communities since AHMC, as
the new operator, will not have the same financial challenges and constraints. Most critically, the
Transaction will allow the Seton Facilities to remain open instead of VHS having to close them
through the bankruptcy process. AHMC has committed to providing charity care at the Seton
Facilities in accordance with AHMC Healthcare Inc.’s Charity Care Policy (effective on January
1, 2007) and revised January 1, 2015.
AHMC is committed to maintaining and enhancing the healthcare services currently offered at the
Seton Facilities and expanding the relationship with the Health Plan of San Mateo.
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Title 11, California Code of Regulations, § 999.5(d)(6)

POSSIBLE EFFECT ON COMPETITION
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Title 11, California Code of Regulations, § 999.5(d)(6)(A)

If a Premerger Notification and Report Form is required to be submitted to the Federal
Trade Commission under the Hart-Scott-Rodino Antitrust Improvement Act of 1976, a brief
analysis of the possible effect of the transaction on each health facility that is subject to the
transaction on competition and market share in any relevant product or geographic market
No filing is required under the Hart-Scott-Rodino Antitrust Improvement Act of 1976 in
connection with the proposed Transaction.
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Title 11, California Code of Regulations, § 999.5(d)(6)(B)
Copy of the Premerger Notification and Report Form as filed with the Federal Trade
Commission pursuant to the Hart-Scott-Rodino Antitrust Improvement Act of 1976

Refer to Section 999.5(d)(6)(A).
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Title 11, California Code of Regulations, § 999.5(d)(7)

OTHER PUBLIC INTEREST FACTORS

4827-4558-8919v.7 0115205-000006

#28

Title 11, California Code of Regulations, § 999.5(d)(7)
Other Public Interest Factors

The future of the Seton Facilities would be at risk but for the proposed transaction.
As outlined in greater detail above, from 1995 through 2015, DCHS was plagued by operating
losses, the threat of bankruptcy, and hospital closure, as evidenced by the closure of its Robert F.
Kennedy Medical Center in Hawthorne, California in 2004. Despite extensive efforts to address
these financial challenges, including through an affiliation with Catholic Healthcare West, multiple
bond issuances, a substantial donation from the Daughters of Charity Foundation and a subsequent
affiliation with Ascension, operating losses continued to plague the system. In October of 2014,
DCHS entered into an agreement with Prime to sell the health system. In early 2015, the Attorney
General consented to this sale, subject to conditions that Prime determined were too onerous to
accept. The transaction with Prime did not proceed as a result and extensive litigation ensued.
In July of 2015, the BlueMountain Transaction was approved by the DCHS Board of Directors. At
that time, MDS Consulting determined that DCHS was no longer viable as a hospital system
without bankruptcy protection or additional financial support. The Attorney General approved the
BlueMountain Transaction on December 3, 2015 imposing significant conditions ranging from 5 to
15 years in duration, many of which limited VHS’ ability to adjust to market conditions or to modify
hospital operations to respond to community needs and support ongoing financial health.
Notwithstanding a large infusion of cash, retention of experts, and a new management team and
structure, the health system continued to incur significant financial losses following the
BlueMountain Transaction. The legacy burden of more than a billion dollars of bond debt and
unfunded pension liabilities, the inability to renegotiate collective bargaining agreements or payor
contracts, the continuing need for significant capital expenditures to address seismic obligations,
and an aging infrastructure and the challenges facing the hospital industry more generally became
insurmountable. Consequently, VHS filed the Bankruptcy Cases in an effort to protect the
longstanding legacy of the Daughters of Charity with the hope of shedding debt and liabilities so
that a new operator could step in and operate the Hospitals in a manner that would best address and
support the needs of the communities they serve.
After two thorough and exhaustive marketing efforts, the VHS Board selected AHMC as the buyer
that could maintain the healthcare characteristics of the Seton Facilities and continue patient care
while providing the best and highest purchase price for the assets, a decision that has broad support
among the healthcare workers at the Seton Facilities as evidenced by the Declarations of the Seton
Medical Staff In Support of Sale Motion (the “Medical Staff Declarations”) and the Letter of the
National Union of Healthcare Workers In Support of Sale Motion (the “NUHW Letter”) attached
to this Section 999.5(d)(7) as Exhibit 1 and Exhibit 2, respectively.
As further explained in the Medical Staff Declarations, the Seton Facilities cannot withstand the
strain of a second protracted sale process, after the failed SGM sale. A prompt sale of the Seton
Facilities in the best interests of both Seton Medical Center and its patients. This is especially true

4827-4558-8919v.7 0115205-000006

in light of current circumstances and the fact that healthcare workers at the Seton Facilities now
find themselves on the frontlines of the fight against the COVID-19 pandemic.
On March 12, 2020, the Applicant was contacted by representatives from the State of California
with a request to partner with the State to ensure the availability of necessary hospital resources to
treat COVID-19 patients. Through the parties’ tireless efforts, the State of California and Seton
Medical Center entered into a services agreement with respect to the delivery of certain healthcare
services at the Seton Medical Center campus. Of note, this Services Agreement has a limited term
and cannot sustain the Seton Facilities beyond its term if the sale to AHMC fails. Pursuant to the
Bankruptcy Court’s sale order, AHMC has agreed to negotiate an assignment of the Services
Agreement with the State of California, subject to the State’s consent rights to such assignment.
As set forth more fully in the sale order, “[p]ending any such amendment and written approval
(and thereafter), the Purchaser will perform all obligations under the State of California Services
Agreement without interruption of patient care.” See Sale Order [Docket No. 4634] at 24.
Importantly, AHMC has agreed to close on the acquisition of the Seton Facilities provided that
any conditions imposed by the Attorney General’s office are “substantially consistent” with the
conditions enumerated in Schedule 8.5 to the APA, which is attached to this Section 999.5(d)(7)
as Exhibit 3, along with a comparison document showing how Schedule 8.5 compares to the
conditions issued by the Attorney General in September 2019 in the context of the failed SGM
transaction. If the Attorney General imposes additional conditions, the Applicant has the right to
challenge these conditions in the context of the Bankruptcy Cases. Notwithstanding the right to,
or outcome of, any such challenge, to the extent the Attorney General imposes conditions on the
proposed Transaction that are overburdensome or unreasonably inhibit the ability of AHMC to
provide healthcare services in a manner that aligns with the needs of the communities served by
the Seton Facilities while allowing them to be financially viable, this could prevent the Transaction
from closing.
Given the substantial daily operating losses incurred at the Seton Facilities, the Applicant’s cash
reserves would be insufficient to sustain the Seton Facilities if the current sale to AHMC does not
close and for the amount of time it would take for a purchaser to be identified and approved, a
purchase agreement finalized, and a new submission to the Attorney General prepared, reviewed,
and ultimately approved.
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Michael St. James, CSB No. 95653
ST. JAMES LAW, P.C.
22 Battery Street, Suite 888
San Francisco, California 941111
(415) 391-7566 Telephone
(415) 391-7568 Facsimile
michael@stjames-law.com

5

Counsel for the Medical Staff of Seton Medical Center.

2
3

6
7

UNITED STATES BANKRUPTCY COURT

8

FOR THE CENTRAL DISTRICT OF CALIFORNIA

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

In re:

Lead Case No. 18-20151

Jointly Administered With:
VERITY HEALTH SYSTEM OF
CASE NO.: 2:18-bk-20162-ER
CALIFORNIA, INC., et al.,
Debtors and Debtors In Possession. CASE NO.: 2:18-bk-20163-ER
CASE NO.: 2:18-bk-20164-ER
CASE NO.: 2:18-bk-20165-ER
CASE NO.: 2:18-bk-20167-ER
CASE NO.: 2:18-bk-20168-ER
CASE NO.: 2:18-bk-20169-ER
CASE NO.: 2:18-bk-20171-ER
CASE NO.: 2:18-bk-20172-ER
CASE NO.: 2:18-bk-20173-ER
CASE NO.: 2:18-bk-20175-ER
CASE NO.: 2:18-bk-20176-ER
CASE NO.: 2:18-bk-20178-ER
CASE NO.: 2:18-bk-20179-ER
CASE NO.: 2:18-bk-20180-ER
CASE NO.: 2:18-bk-20171-ER
Chapter 11 Cases

Affects all Debtors.
 Affects Verity Health System of California,
 Affects O’Connor Hospital
 Affects Saint Louise Regional Hospital
 Affects St. Francis Medical Center
 Affects St. Vincent Medical Center
Affects Seton Medical Center
 Affects O’Connor Hospital Foundation
 Affects Saint Louise Regional Hospital
Foundation
 Affects St. Francis Medical Center of Lynwood
Foundation
 Affects St. Vincent Foundation
 Affects St. Vincent Dialysis Center, Inc.
Hon. Judge Ernest M. Robles
 Affects Seton Medical Center Foundation
 Affects Verity Business Services
 Affects Verity Medical Foundation
 Affects Verity Holdings, LLC
 Affects De Paul Ventures, LLC
 Affects De Paul Ventures - San Jose Dialysis,
LLC
Debtors and Debtors In Possession.
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26
27
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DECLARATION OF ROBERT PEREZ

1
2
3

I, Robert Perez, declare under penalty of perjury:
1.

4

I am a licensed and Board Certified Surgeon and I have been engaged in practice at

5

Seton Medical Center (“Seton” or the “Hospital”) for the past 30 years. I am also the President of the

6

Medical Staff of Seton. The Medical Staff is an association of more than 250 doctors engaged in

7

practice at Seton. The Medical Staff is administered by the Medical Executive Committee of which I

8

am a member. As the President of the Medical Staff, I have an ex officio seat on Seton’s Board of

9
10
11

Directors. I make this Declaration of my own personal knowledge, and if called as a witness I could and
would competently testify as follows.
Summary

12
13
14
15

2.

There are two principal issues the Court should understand. First, this Hospital cannot

stand the strain of a second protracted sale process, and so a prompt private sale of the Hospital would
be in the best interests of it and its patients. Second, AHMC Healthcare, Inc (“AHMC”) is substantially

16
the preferable choice as a purchaser/operator over KPC Global Medical Care of San Mateo County,
17
18

LLC 1 (“SGM”) and, unlike SGM, can be expected to actually close the sale promptly.
A Prompt Private Sale is Critical

19
3.

20
21

This Hospital’s employees (the “Employees”) have been subjected to an extraordinary

level of stress:

22
23

a.

First. their employer filed for bankruptcy.

b.

Second, their employer engaged in a well-publicized purchase effort, but the

24
buyer – SGM – failed to perform on the purchase. These efforts spanned the bulk of 2019.
25
26
1

27
28

The same party previously undertook to purchase Seton and other VHS hospitals under the name
“Strategic Global Management” (“SGM”). That exercise having proven disastrous to Seton and the other VHS
hospitals, it has apparently decided to change its name in order to forget the past.
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Third, in December, the Court determined that SGM had breached the Purchase

and Sale Agreement, and that the Debtor should move forward with other alternatives. Seton
and its Employees had no obvious path forward.

4

d.

In January, VHS responded by abruptly shutting St. Vincent’s.

e.

The Employees feared that they were might share the fate of the St. Vincent’s

5
6
7

employees at any time, and morale plummeted.
f.

8

In March, VHS sought the approval of the Seton Board of Directors to shut the

9

Hospital. Approval was declined, but information about the request became widespread, leading

10

to emergency hearings of the San Mateo Board of Supervisors about possible efforts to prevent

11

the closure.

12
4.

This stress has resulted in a terrible loss of key employees and disruption to Hospital

13
14

operations.
a.

15
16

the Hospitalists Program.

17
18
19

Seton has lost multiple key physicians, such as Dr. Connie Wong, the Director of

b.

Seton has also lost a quarter of the nurses who had supported the Hospital for

many years. As a consequence, much of the nursing staff are “locum tenens:” short-term
employees, often from out-of-state, with no familiarity with the patients, the Hospital or its

20
21
22

procedures.
5.

The Hospital and its remaining employees desperately need stability and the ability to

23

focus on the Hospital’s critical work without worrying about whether their employment and way of life

24

will imminently and abruptly end. A very quick sale process is essential to the survival of the Hospital.

25
26

6.

For that reason, the Medical Staff strongly supports a quick, private sale to an operator

who is capable of a prompt close, rather than a protracted auction process.

27
28
SETON MEDICAL STAFF DECLARATIONS
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Given the experience of 2019, during which SGM dragged out the sale process for much

of the year before declining to close at the last minute, the Medical Staff believes that SGM should not
be permitted to repeat that performance by insisting on an auction in which it can participate.

4

AHMC is the Preferable Purchaser / Operator

5
6

8.

The Medical Staff also believes that AHMC is the preferable purchaser. Questions about

7

the purchaser’s ability and willingness to close a sale are best addressed by VHS, but the Medical Staff

8

is well-suited to comment on operations and the prospective purchaser’s ability to fulfill the Hospital’s

9

mission.

10
11

9.

The Medical Executive Committee (“MEC”) undertook diligence on AHMC and, in

2019, on SGM.

In each case, the diligence included interviewing their senior transition and

12
administrative personnel as well as studying available information about their prior hospital acquisitions.
13
14
15

In each case, the MEC sought permission to tour the prospective buyer’s hospitals in Southern
California.
a.

16
17
18
19

AHMC granted that permission, and multiple members of the Executive

Committee toured multiple Southern California hospitals operated by AHMC. AHMC permitted
the MEC to select the hospitals it would tour and select the areas it would view. The MEC noted
very impressive administrators and state of the art facilities and very impressive operations.

20
b.

21
22

personally requested permission to see SGM’s hospital in Hemet, but that permission was never

23

granted.

24

10.

25
26
27

By contrast SGM never granted the MEC permission to tour its hospitals. I

Based on its diligence, the Medical Executive Committee came to the following

conclusions:
a.

AHMC has a long and successful history of turning around destitute hospitals like

Seton and making them profitable within a short period of time.

28
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The MEC concluded that AHMC had a broad and deep bench of capable

administrators who could effect the transition and thereafter effectively administer Seton. By
contrast, the MEC believes that SGM did not have the administrative bandwidth necessary to
take over the Hospital in December of 2019, when it was required to close its sale.

5
c.

6

AHMC organized many of the primary care doctors at Seton into a very

7

functional Independent Practice Association and has maintained a good relationship with them

8

and Seton over the past two years. By contrast, at multiple meetings with SGM’s few senior

9

transition management personnel, they seemed to lack an understanding about how to organize

10

the primary care base to enhance hospital admissions.

11

d.

Many of Seton’s unions also represent employees AHMC hospitals. Those

12
unions are very supportive of an acquisition of Seton by AHMC.
13
14
15
16
17

11.

The Medical Staff of Seton Medical Center and Seton Coastside implore the Court to

approve a prompt private sale to AHMC.
I declare under penalty of perjury that the foregoing is true and correct and that this Declaration
was executed in Daly City, California on March 28, 2019.

18

/s/ Robert Perez .
Robert Perez, M.D.

19
20
21
22
23
24
25
26
27
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DECLARATION OF JOSIAH CHILD

1
2
3
4

I, Josiah Child, MD, declare under penalty of perjury:
1.

I am a licensed medical doctor engaged in practice at Seton Medical Center (“Seton” or

5
the “Hospital”) for many years. The Medical Staff is an association of more than 250 doctors engaged
6
7

in practice at Seton. The Medical Staff is administered by the Medical Executive Committee of which I

8

am a member. I make this Declaration of my own personal knowledge, and if called as a witness I could

9

and would competently testify as follows.

10
11
12

2.

I have reviewed the foregoing Declaration of Robert Perez and adopt its factual

assertions.
3.

On behalf of the Medical Staff of Seton Medical Center and Seton Coastside, I implore

13
14
15
16

the Court to approve a prompt private sale to AHMC.
I declare under penalty of perjury that the foregoing is true and correct and that this Declaration
was executed in Daly City, California on March 28, 2020.

17

Josiah Child, M.D.
Josiah Child, M.D.

18

.

19
20
21
22
23
24
25
26
27
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DECLARATION OF STEPHEN K. GERARD

1
2
3
4

I, Stephen K. Gerard, MD, declare under penalty of perjury:
1.

I am a licensed medical doctor engaged in practice at Seton Medical Center (“Seton” or

5
the “Hospital”) for many years. The Medical Staff is an association of more than 250 doctors engaged
6
7

in practice at Seton. The Medical Staff is administered by the Medical Executive Committee of which I

8

am a member. I make this Declaration of my own personal knowledge, and if called as a witness I

9

could and would competently testify as follows.

10
11
12

2.

I have reviewed the foregoing Declaration of Robert Perez and adopt its factual

assertions.
3.

On behalf of the Medical Staff of Seton Medical Center and Seton Coastside, I implore

13
14
15
16

the Court to approve a prompt private sale to AHMC.
I declare under penalty of perjury that the foregoing is true and correct and that this Declaration
was executed in Daly City, California on March 28, 2020.

17

Stephen K. Gerard, M.D.
Stephen K. Gerard, M.D.

18

.

19
20
21
22
23
24
25
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DECLARATION OF BRIAN P. GRADY

2
3
4
5
6

I, Brian P. Grady, MD, declare under penalty of perjury:
1.

I am a licensed medical doctor engaged in practice at Seton Medical Center (“Seton” or

the “Hospital”) for many years. The Medical Staff is an association of more than 250 doctors engaged

7
in practice at Seton. The Medical Staff is administered by the Medical Executive Committee of which I
8
9
10
11
12
13
14

am a member. I make this Declaration of my own personal knowledge, and if called as a witness I could
and would competently testify as follows.
2.

I have reviewed the foregoing Declaration of Robert Perez and adopt its factual

assertions.
3.

On behalf of the Medical Staff of Seton Medical Center and Seton Coastside, I implore

the Court to approve a prompt private sale to AHMC.

15
16
17

I declare under penalty of perjury that the foregoing is true and correct and that this Declaration
was executed in Daly City, California on March 28, 2020.
Brian P. Grady, M.D.
Brian P. Grady, M.D.

18

.

19
20
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DECLARATION OF SUSAN M. LONGAR

1
2
3
4

I, Susan M. Longar, MD, declare under penalty of perjury:
1.

I am a licensed medical doctor engaged in practice at Seton Medical Center (“Seton” or

5
the “Hospital”) for many years. The Medical Staff is an association of more than 250 doctors engaged
6
7

in practice at Seton. The Medical Staff is administered by the Medical Executive Committee of which I

8

am a member. I make this Declaration of my own personal knowledge, and if called as a witness I could

9

and would competently testify as follows.

10
11
12

2.

I have reviewed the foregoing Declaration of Robert Perez and adopt its factual

assertions.
3.

On behalf of the Medical Staff of Seton Medical Center and Seton Coastside, I implore

13
14
15
16

the Court to approve a prompt private sale to AHMC.
I declare under penalty of perjury that the foregoing is true and correct and that this Declaration
was executed in Daly City, California on March 28, 2020.

17

Susan M. Longar, M.D.
Susan M. Longar, M.D.

18

.

19
20
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DECLARATION OF JOSEPHUS L. SANJORJO

1
2
3
4

I, Josephus L. Sanjorjo, MD, declare under penalty of perjury:
1.

I am a licensed medical doctor engaged in practice at Seton Medical Center (“Seton” or

5
the “Hospital”) for many years. The Medical Staff is an association of more than 250 doctors engaged
6
7

in practice at Seton. The Medical Staff is administered by the Medical Executive Committee of which I

8

am a member. I make this Declaration of my own personal knowledge, and if called as a witness I could

9

and would competently testify as follows.

10
11
12

2.

I have reviewed the foregoing Declaration of Robert Perez and adopt its factual

assertions.
3.

On behalf of the Medical Staff of Seton Medical Center and Seton Coastside, I implore

13
14
15
16

the Court to approve a prompt private sale to AHMC.
I declare under penalty of perjury that the foregoing is true and correct and that this Declaration
was executed in Daly City, California on March 28, 2020.

17

Josephus L. Sanjorjo, M.D.
Josephus L. Sanjorjo, M.D.

18

.
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21
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DECLARATION OF NANG-LOK ELLICK TSANG

1
2
3
4

I, Nang-Lok Ellick Tsang, MD, declare under penalty of perjury:
1.

I am a licensed medical doctor engaged in practice at Seton Medical Center (“Seton” or

5
the “Hospital”) for many years. The Medical Staff is an association of more than 250 doctors engaged
6
7

in practice at Seton. The Medical Staff is administered by the Medical Executive Committee of which I

8

am a member. I make this Declaration of my own personal knowledge, and if called as a witness I

9

could and would competently testify as follows.

10
11
12

2.

I have reviewed the foregoing Declaration of Robert Perez and adopt its factual

assertions.
3.

On behalf of the Medical Staff of Seton Medical Center and Seton Coastside, I implore

13
14
15
16

the Court to approve a prompt private sale to AHMC.
I declare under penalty of perjury that the foregoing is true and correct and that this Declaration
was executed in Daly City, California on March 28, 2020.

17

Nang-Lok Ellick Tsang, M.D.
Nang-Lok Ellick Tsang, M.D.

18

.

19
20
21
22
23
24
25
26
27
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DECLARATION OF CONSTANCE Y. WONG

1
2
3
4

I, Constance Y. Wong, MD, declare under penalty of perjury:
1.

I am a licensed medical doctor engaged in practice at Seton Medical Center (“Seton” or

5
the “Hospital”) for many years. The Medical Staff is an association of more than 250 doctors engaged
6
7

in practice at Seton. The Medical Staff is administered by the Medical Executive Committee of which I

8

am a member. I make this Declaration of my own personal knowledge, and if called as a witness I could

9

and would competently testify as follows.

10
11
12

2.

I have reviewed the foregoing Declaration of Robert Perez and adopt its factual

assertions.
3.

On behalf of the Medical Staff of Seton Medical Center and Seton Coastside, I implore

13
14
15
16

the Court to approve a prompt private sale to AHMC.
I declare under penalty of perjury that the foregoing is true and correct and that this Declaration
was executed in Daly City, California on March 28, 2020.

17

Constance Y. Wong, M.D.
Constance Y. Wong, M.D.

18

.
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PROOF OF SERVICE OF DOCUMENT
I am over the age of 18 and not a party to this bankruptcy case or adversary proceeding. My business address is:

22 Battery Street, Suite 888, San Francisco, CA. 94111
A true and correct copy of the foregoing document entitled (specify): __________________________________________
Declarations of the Seton Medical Staff in Support of Sale Motion
________________________________________________________________________________________________
________________________________________________________________________________________________
________________________________________________________________________________________________
will be served or was served (a) on the judge in chambers in the form and manner required by LBR 5005-2(d); and (b) in
the manner stated below:
1. TO BE SERVED BY THE COURT VIA NOTICE OF ELECTRONIC FILING (NEF): Pursuant to controlling General
Orders and LBR, the foregoing document will be served by the court via NEF and hyperlink to the document. On (date)
_______________,
I checked the CM/ECF docket for this bankruptcy case or adversary proceeding and determined that
04/02/2020
the following persons are on the Electronic Mail Notice List to receive NEF transmission at the email addresses stated
below:
See Attached

✔ Service information continued on attached page
2. SERVED BY UNITED STATES MAIL:
On (date) _______________, I served the following persons and/or entities at the last known addresses in this bankruptcy
case or adversary proceeding by placing a true and correct copy thereof in a sealed envelope in the United States mail,
first class, postage prepaid, and addressed as follows. Listing the judge here constitutes a declaration that mailing to the
judge will be completed no later than 24 hours after the document is filed.

Service information continued on attached page
3. SERVED BY PERSONAL DELIVERY, OVERNIGHT MAIL, FACSIMILE TRANSMISSION OR EMAIL (state method
04/03/2020
for each person or entity served): Pursuant to F.R.Civ.P. 5 and/or controlling LBR, on (date) _______________,
I served
the following persons and/or entities by personal delivery, overnight mail service, or (for those who consented in writing to
such service method), by facsimile transmission and/or email as follows. Listing the judge here constitutes a declaration
that personal delivery on, or overnight mail to, the judge will be completed no later than 24 hours after the document is
filed.
Suspended per Paragraph 4, Amended General Order 20-2

Service information continued on attached page
I declare under penalty of perjury under the laws of the United States that the foregoing is true and correct.

04/03/2020
Date

Michael St. James
Printed Name

/s/ Michael St. James
Signature

This form is mandatory. It has been approved for use by the United States Bankruptcy Court for the Central District of California.
June 2012

F 9013-3.1.PROOF.SERVICE
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Mailing Information for Case 2:18-bk-20151-ER
Electronic Mail Notice List
The following is the list of parties who are currently on the list to receive email notice/service
for this case.
•
•
•
•
•
•
•
•
•
•

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Alexandra Achamallah aachamallah@milbank.com, rliubicic@milbank.com
Melinda Alonzo ml7829@att.com
Robert N Amkraut ramkraut@foxrothschild.com
Kyra E Andrassy kandrassy@swelawfirm.com,
lgarrett@swelawfirm.com;gcruz@swelawfirm.com;jchung@swelawfirm.com
Simon Aron saron@wrslawyers.com
Lauren T Attard lattard@bakerlaw.com, agrosso@bakerlaw.com
Allison R Axenrod allison@claimsrecoveryllc.com
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Schedule 8.5 – Attorney General Provisions

Schedule 8.5 to APA
Attorney General Conditions

See attached.

1

Conditions to the Sale of Seton Medical Center 1 and Seton Coastside 2 and Approval of the
Asset Purchase Agreement by and among Verity Health System of California, Inc., Verity
Holdings, LLC, Seton Medical Center, and [Purchaser]
I.
These Conditions shall be legally binding on Verity Health System of California, Inc., a
California nonprofit public benefit corporation, Verity Holdings, LLC, a California limited
liability company, Seton Medical Center, a California nonprofit public benefit corporation,
Seton Medical Center Foundation, a California nonprofit corporation, Verity Business Services,
a California nonprofit public benefit corporation, Verity Medical Foundation, a California
nonprofit public benefit corporation, and [Purchaser], a California _______, any other
subsidiary, parent, general partner, manager, affiliate, successor, successor in interest, assignee,
or person or entity serving in a similar capacity of any of the above-listed entities including, but
not limited to, any entity succeeding thereto as a result of consolidation, affiliation, merger, or
acquisition of all or substantially all of the real property or operating assets of Seton Medical
Center and Seton Coastside, or the real property on which Seton and Seton Coastside are
located, any and all current and future owners, lessees, licensees, or operators of Seton Medical
Center and Seton Coastside, and any and all current and future lessees and owners of the real
property on which Seton Medical Center and Seton Coastside are located.
II.

The transaction conditionally approved by the Attorney General consists of the Asset Purchase
Agreement dated _________, by and among, Verity Health System of California, Inc., a
California nonprofit public benefit corporation, Verity Holdings, LLC, a California Limited
liability company, Seton Medical Center, a California nonprofit public benefit corporation, and
[Purchaser], a ____________, and any agreements or documents referenced in or attached to as
an exhibit or schedule and any other documents referenced in the Asset Purchase Agreement.
All the entities listed in Condition I, and any other parties referenced in the above agreements
shall fulfill the terms of the agreements or documents and shall notify and obtain the Attorney
General’s approval in writing of any proposed modification or rescission of any of the terms of
these agreements or documents. Such notifications shall be provided at least sixty days prior to

1

Throughout this document, the term “Seton Medical Center” shall mean the general acute care
hospital located at 1900 Sullivan Ave., Daly City, CA 94015, and any other clinics, laboratories,
units, services, or beds included on the license issued to Seton Medical Center by the California
Department of Public Health, effective January 1, 2019, unless otherwise indicated.
2

Throughout this document, the term “Seton Coastside” shall mean the skilled nursing facility
with 5 general acute care beds located at 600 Marine Boulevard, Moss Beach, CA 94038-9641,
and any other clinics, laboratories, units, services, or beds included on the license issued to Seton
Medical Center by the California Department of Public Health, effective January 1, 2019, unless
otherwise indicated.
2

their effective date in order to allow the Attorney General to consider whether they affect the
factors set forth in Corporations Code section 5917 and obtain the Attorney General’s approval.
III.
For approximately 6 years (until December 13, 2025) from the closing date of the Asset Purchase
Agreement, Verity Health System of California, Inc., Verity Holdings, LLC, [Purchaser], and all
future owners, managers, lessees, licensees, or operators of Seton Medical Center and Seton
Coastside shall be required to provide written notice to the Attorney General sixty days prior to
entering into any agreement or transaction to do any of the following:
(a) Sell, transfer, lease, exchange, option, convey, manage, or otherwise dispose of Seton
Medical Center or Seton Coastside;
(b) Transfer control, responsibility, management, or governance of Seton Medical Center or
Seton Coastside. The substitution, or addition of a new member or members of the governing
body of [Purchaser] that transfers the control of, responsibility for or governance of Seton
Medical Center or Seton Coastside, shall be deemed a transfer for purposes of this Condition.
The substitution or addition of one or more members of the governing body of [Purchaser] or any
arrangement, written or oral, that would transfer voting control of the members of the governing
body of [Purchaser] shall also be deemed a transfer for purposes of this Condition.

IV.
For the remainder of the term 3 (until December 13, 2025), Seton Medical Center (including
Seton Coastside because both facilities are on the same license) shall be operated and maintained
as a licensed general acute care hospital (as defined in California Health and Safety Code Section
1250).
V.
For the remainder of the term (until December 13, 2025), Seton Medical Center shall maintain
24-hour emergency medical services at a minimum of 18 treatment stations with the same types
and/or levels of services, including:
3

The term “For the remainder of the term” refers to the Conditions to Change in Control and
Governance of Seton Medical Center and Seton Coastside and Approval of the System
Restructuring and Support Agreement by and among Daughters of Charity Ministry Services
Corporation, Daughters of Charity Health System, Certain Funds Managed by BlueMountain
Capital Management, LLC, and Integrity Healthcare, LLC., dated December 3, 2015. The
System Restructuring and Support Agreement closed on December 14, 2015.
3

a. Designation as a STEMI Receiving Center; and
b. Advanced certification as a Primary Stroke Center;
VI.
For the remainder of the term (until December 13, 2025), Seton Medical Center shall maintain
the following services at current 4 licensure, types, and/or levels of services, including:
a. Cardiac services, including the 2 cardiac catheterization labs;
b. Critical care services, including a minimum of 20 intensive care/coronary care beds;
c. Psychiatric services, including a minimum of 22 distinct part beds with at least 20
beds available for the geriatric psychiatric unit;
d. Women’s health services, including the Seton Breast Health Center and women’s
imaging and mammography services; and
e. Sub-acute services, including a minimum of 44 sub-acute beds and Medi-Cal
Certification as a sub-acute unit.
For the remainder of the term (until December 13, 2025), [Purchaser] shall not place all or any
portion of its above-listed licensed-bed capacity or services in voluntary suspension or surrender
its license for any of these beds or services.
VII.

For at least five years from the closing date of the Asset Purchase Agreement, Seton Medical
Center shall maintain the following services at current licensure, types, and/or levels of services:
a. Gastroenterology services, including enteroscopy, endoscopy, and colonoscopy services;
b. Cancer services, including inpatient oncology services, interventional radiology, radiation
therapy, and for those patients that may be in need of infusion therapy treatment, a referral
process to other nearby hospitals or clinics, including Stanford Cancer Center, UCSF
Helen Diller Comprehensive Care Cancer Clinic, St. Mary’s Cancer Center, or other
health facility that provides infusion therapy services. The referral process shall be
memorialized in the policies and procedures at Seton Medical Center and should include
procedures on how to assist patients with accessing infusion therapy at the nearby
hospitals or clinics, and the transferring of patient medical records;
c. Written policies or procedures that refers patients that require medical infusion to be
referred to another nearby hospital or entity that provides medical infusion services;
d. Orthopedics and rehabilitation services, including spine care services;
e. Diabetes services, including Northern California Diabetes Institute;
f. Wound care services, including Seton Center for Advanced Wound Care; and
g. Nephrology services.
4

The term “current” or “currently” throughout this document means as of _______.
4

For at least five years from the closing date of the Asset Purchase Agreement, [Purchaser] shall
not place all or any portion of its above-listed licensed bed capacity or services in voluntary
suspension or surrender its license for any of these beds or services.
VIII.
For the remainder of the term (until December 13, 2025), Seton Medical Center shall maintain
the following services at current licensure, types, and/or levels of services at Seton Coastside
including:
a. 24-hour “standby” Emergency Department, with a minimum of 7 treatment stations; and
b. Skilled nursing services, including a minimum of 116 licensed skilled nursing beds.
IX.
For at least five years from the closing date of the Asset Purchase Agreement, [Purchaser] shall
either: (1) operate clinics (listed below) with the same number of physicians and mid-level
provider full-time equivalents in the same or similar alignment structures, or (2) sell the clinics
(listed below) with the same number of physician and mid-level provider full-time equivalents
and require the purchaser(s) to maintain such services for 5 years from the closing date of the
Asset Purchase Agreement and to participate in the Medi-Cal and Medicare programs as required
in the conditions herein, or (3) ensure that a third party is operating the clinics (listed below) with
the same number of physician and mid-level provider full-time equivalents and require the third
party to maintain such services for 5 years from the closing date of the Asset Purchase
Agreement and to participate in the Medi-Cal and Medicare programs as required in the
conditions herein. For any of these options, each clinic can be
moved to a different location within a three-mile radius of each clinic’s current location, and
Seton Medical and Seton Coastside can utilize an alternative structure in providing such services.
The following clinics are subject to this condition and shall maintain the same types and/or levels
of services provided, including women’s healthcare services, and mammography services:
a. Women’s Health Services, located at 1850 Sullivan Avenue, Suite 190, Daly City,
California
b. Imaging Services located at 1850 Sullivan Avenue, Suite 100, Daly City, California; and
c. Wound Care Services, located at 1850 Sullivan Avenue, Suite 115 Daly City, California.
X.
For six fiscal years from the closing date of the Asset Purchase Agreement, [Purchaser] shall
provide an annual amount of Charity Care (as defined below) at Seton Medical Center and Seton
Coastside equal to or greater than $1,055,863 (the Minimum Charity Care Amount). For
purposes hereof, the term “charity care” shall mean the amount of charity care costs (not
charges) incurred by [Purchaser] in connection with the operation and provision of services at
Seton Medical Center and Seton Coastside. The definition and methodology for calculating
5

“charity care” and the methodology for calculating “costs” shall be the same as that used by
Office of Statewide Health Planning Development (OSHPD) for annual hospital reporting
purposes. 5
[Purchaser] shall use and maintain a charity care policy that is no less favorable than AHMC
Healthcare Inc.’s Charity Care Policy (effective on January 1, 2007 and revised on January 1,
2015) and in compliance with California and Federal law. Within 90 days from the closing of
the Asset Purchase Agreement, [Purchaser] shall take the following steps to ensure that patients
at Seton Medical Center and Seton Coastside are informed about the hospitals’ Financial
Assistance Policy:
a. A copy of the Financial Assistance Policy and the plain language summary of the
Financial Assistance Policy must be posted at Seton Medical Center and Seton Coastside
in a prominent location in the emergency room, admissions area, and any other location
in the hospital where there is a high volume of patient traffic, including waiting rooms,
billing offices, and hospital outpatient service settings.
b. A copy of the Financial Assistance Policy, the Application for Financial Assistance, and
the plain language summary of the Financial Assistance Policy must be posted in a
prominent place on each Seton Medical Center’s and Seton Coastside’s website(s).
c. If requested by a patient, a copy of the Financial Assistance Policy, Application for
Financial Assistance, and the plain language summary must be sent by mail at no cost to
the patient.
d. As necessary, and at least on an annual basis, [Purchaser] will place an advertisement
regarding the availability of financial assistance at Seton Medical Center and Seton
Coastside in a newspaper of general circulation in the communities served by the
hospitals, or issue a Press Release to widely publicize the availability of the Financial
Assistance Policy to the communities served by the hospitals.
e. [Purchaser] will work with community-based organizations, including but not limited to
community clinics and other health care providers, to notify members of the community
(especially those who are most likely to require financial assistance) about the
availability of financial assistance at Seton Medical Center and Seton Coastside.
f. By ________, 2020, all staff that interacts with patients and their families concerning
payment of services shall be given training to make patients and their families aware of
and informed of [Purchaser]’s Financial Assistance Policy at Seton Medical Center and
Seton Coastside.
Any planning of, and any subsequent changes to, the charity care and collection policies, and
charity care services provided at Seton Medical Center and Seton Coastside shall be decided
after consultation with the Local Governing Board of Directors.

5

OSHPD defines charity care by contrasting charity care and bad debt. According to OSHPD,
“the determination of what is classified as . . . charity care can be made by establishing whether
or not the patient has the ability to pay. The patient’s accounts receivable must be written off as
bad debt if the patient has the ability but is unwilling to pay off the account.”
6

[Purchaser] obligation under this Condition shall be prorated on a daily basis if the closing date
of the Asset Purchase Agreement is a date other than the first day of [Purchaser]’s fiscal year.
For the second fiscal year and each subsequent fiscal year, the Minimum Charity Care Amount
shall be increased (but not decreased) by an amount equal to the Annual Percent increase, if any,
In the 12 Months Percent Change: All Items Consumer Price Index for All Urban Consumers in
the San Francisco-Oakland-San Jose, California Average Base Period: 1928-84=100 (as
published by the U.S. Bureau of Labor Statistics). If the actual amount of charity care provided
at Seton Medical Center and Seton Coastside for any fiscal year is less than the Minimum
Charity Care Amount (as adjusted pursuant to the above-referenced Consumer Price Index)
required for such fiscal year, [Purchaser] shall pay an amount equal to the deficiency to one or
more tax-exempt entities that provide direct healthcare services to residents in the Seton Medical
Center service area (14 ZIP codes), as described on page 54 in the Healthcare Impact Report
authored by JD Healthcare dated August 19, 2019. (Exhibit 1.) Such payments(s) shall be made
within six months following the end of such fiscal year.
XI.
For six fiscal years from the closing day of the Asset Purchase Agreement [Purchaser] shall
provide an annual amount of Community Benefit Services at Seton Medical Center and Seton
Coastside equal to or greater than $685,870 (the “Minimum Community Benefit Services
Amount”) exclusive of any funds from grants. For six fiscal years,
the following community benefit programs and services shall continue to be offered at its current
or equivalent location:
a. Health Benefits Resource Center; and
b. RotaCare Clinic
The planning of, and any subsequent changes to, the community benefit services provided at
Seton Medical Center shall be decided after consultation with the Local Governing Board of
Directors.
[Purchaser] obligation under this Condition shall be prorated on a daily basis if the effective date
of the Asset Purchase Agreement is a date other than the first day of [Purchaser]’s fiscal year.
For the second fiscal year and each subsequent fiscal year, the Minimum Community Benefit
Services Amount shall be increased (but not decreased) by an amount equal to the Annual
Percent increase, if any, in the 12 Months Percent Change: All Items Consumer Price Index for
All Urban Consumers in the San Francisco-Oakland-San Jose, California Average Base Period:
1982-84=100 (as published by the U.S. Bureau of Labor Statistics). If the actual amount of the
community benefit services provided at Seton Medical Center and Seton Coastside for any fiscal
year is less than the Minimum Community Benefit Services Amount (as adjusted pursuant to the
above-referenced Consumer Price Index) required for such fiscal year, [Purchaser] shall pay an
amount equal to the deficiency to one or more tax-exempt entities that provide community
benefit services for residents in Seton Medical Center’s service area (14 ZIP codes), as defined
7

on as described on page 54 in the Healthcare Impact Report authored by JD Healthcare dated
August 19, 2019. (Exhibit 1.) Such payment(s) shall be made within six months following the
end of such fiscal year.
XII.
For the remainder of the term (until December 13, 2025), [Purchaser] shall:
a) Be certified to participate in the Medi-Cal program at Seton Medical Center and Seton
Coastside:
b) Maintain and have a Medi-Cal Managed Care contract with San Mateo Health Commission
dba Health Plan of San Mateo or its successor to provide the same types and levels of emergency
and non-emergency services at Seton Medical Center and Seton Coastside to Medi-Cal
beneficiaries (both Traditional Medi-Cal and Medi-Cal Managed Care) as required in these
Conditions, on the same terms and conditions as other similarly situated hospitals offering
substantially the same services, without any loss, interruption of service or diminution in quality,
or gap in contracted hospital coverage, unless the contract is terminated for cause or not extended
or renewed by the Medi-Cal Managed Care Plan.

If [Purchaser] questions whether it is being reimbursed on the same terms and conditions as other
similarly situated hospitals offering substantially the same services, it shall notify the Attorney
General’s Office with at least 120 days’ notice prior to taking any action that would effectuate
any loss, interruption of service or diminution in quality, or gap in contracted hospital coverage
or prior to giving any required notice of taking such action.
c) Be certified to participate in the Medicare program by maintaining a Medicare Provider
Number to provide the same types and levels of emergency and non-emergency services at Seton
Medical Center and Seton Coastside to Medicare beneficiaries (both Traditional Medicare and
Medicare Managed Care) as required in these Conditions.
XIII.
For at least five years from the closing date of the Asset Purchase Agreement unless otherwise
indicated, [Purchaser] shall maintain its contracts and any amendments and exhibits thereto with
the County of San Mateo, unless otherwise terminated by the County of San Mateo, for services,
including the following:
a. Participation in the Hospital Preparedness Program between the Hospital (jointly with
Seton Coastside) and San Mateo County;
b. STEMI Receiving Center Designation between the Hospital and San Mateo County:
c. Financial Support for Seismic Upgrades between the Hospital and San Mateo County;
d. Information Sharing and Data Use Agreement between the Hospital and the County of
San Mateo Health System;
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e. Fee for Service Hospital Services Agreement between the Hospital (jointly with Seton
Coastside) and San Francisco Health Plan;
f. Memorandum of Understanding between the Hospital and San Mateo County Behavioral
Health and Recovery Services Division;
g. Affiliation Agreement for the Radiology Technology Program between the Hospital and
San Mateo College District;
h. Affiliation Agreement for the Registered Nursing Program between the Hospital (jointly
with Seton Coastside) and San Mateo College District;
i. Patient Transfer Agreement between the Hospital and San Mateo County Medical Center;
j. Rail Shuttle Bus Service Administration for Seton Shuttle Agreement between the
Hospital and San Mateo County Transit District;
k. Medical Services Agreement between the Hospital and San Mateo Health Community
Health Authority-Access and Care for Everyone (ACE) Program;
l. Hospital Medi-Cal Hospital Agreement between the Hospital and San Mateo Health
Commission dba Health Plan of San Mateo;
m. Memorandum of Understanding for Long Term Care Partnership Program between the
Hospital and San Mateo Health Commission dba Health Plan of San Mateo; and
n. Care Advantage Hospital Service Agreement between the Hospital and San Mateo Health
Commission dba Health Plan of San Mateo.
XIV.

For the remainder of the term (until December 13, 2025), [Purchaser] shall have at Seton
Medical Center and Seton Coastside Local Governing Board(s) of Directors. [Purchaser] shall
consult with the Local Governing Board(s) of Directors prior to making changes to medical
services, community benefit programs, making capital expenditures, making changes to the
charity care and collection policies, and making changes to charity care services provided at
Seton Medical Center and Seton Coastside. The members of the Local Governing Board(s) shall
include physicians from Seton Medical Center’s and Seton Coastside’s medical staff, Seton
Medical Center’s and Seton Coastside’s Chief(s) of Staff, one member designated by the San
Mateo County Board of Supervisors, and community representative from Seton Medical Center’s
and Seton Coastside’s service area (14 ZIP codes), as described on page 54 in the Healthcare
Impact Report authored by JD Healthcare dated August 19, 2019, attached hereto as Exhibit 1,
including at least one member from a local healthcare advocacy group. Such consultation shall
occur at least sixty days prior to the effective date of such changes or actions unless done so on
an emergency basis. The Local Governing Board(s)’s approval is required of all reports
submitted to the Attorney General regarding compliance with these Conditions.

XV.
[Purchaser] shall maintain privileges for current medical staff who are in good standing as of the
closing date of the Asset Purchase Agreement. Further, the closing of the Asset Purchase
Agreement shall not change the medical staff officers, committee chairs, or independence of the
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medical staff, and such persons shall remain in good standing for the remainder of their tenure at
Seton Medical Center and Seton Coastside.
XVI.
[Purchaser] shall commit the necessary investments required to meet and maintain OSHPD
seismic compliance requirements at Seton Medical Center and Seton Coastside through 2030
under the Alfred E. Alquist Hospital Facilities Seismic Safety Act of 1983, as amended by the
California Hospital Facilities Seismic Safety Act, (Health & Saf. Code, § 129675-130070).
[Purchaser] shall meet construction benchmarks which include the starting of construction on the
1963 Tower, [revised benchmarks].
XVII.

There shall be no discrimination against lesbian, gay, bisexual, or transgender individuals at
Seton Medical Center and Seton Coastside, and no restriction or limitation on providing or
making reproductive health services available at Seton Medical Center and Seton Coastside, its
medical office buildings, or at any of its facilities. Both of these prohibitions shall be set forth in
[Purchaser]’s written policies, adhered to, and strictly enforced.
XVIII.
Within 15 days of the Attorney General’s approval, Seton Medical Center Foundation shall
transfer all charitable assets including, but not limited to, all temporary and permanently
restricted funds to the California Community Foundation.
a)

The funds from Seton Medical Center Foundation, if not previously
restricted to support a specific charitable organization, will be deposited
into the California Community Foundation’s Seton Medical Foundation,
and used to support nonprofit tax-exempt charitable organizations, clinics
and facilities in providing healthcare services to residents of Seton
Medical Foundation’s service area (14 ZIP codes), as described on page
54 in the Healthcare Impact Report authored by JD Healthcare dated
August 19, 2019. (Exhibit 1.) The donated funds shall be maintained and
used for the purposes specified herein for a period of at least five years.

b)

If there are funds from Seton Medical Foundation previously restricted to
support a specific charitable organization, such funds shall be deposited
into a fund or funds at California Community Foundation restricted to
continuing support for such charitable organization or organizations. Such
funds are protected against obsolescence. If the purposes of any restricted
fund become unnecessary, incapable of fulfillment, or inconsistent with
the charitable needs of the community served by California Community
Foundation, the California Community Foundation’s Board of Directors
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shall have the ability to modify any restriction or condition on the use such
fund.
XIX.
For six fiscal years from the closing date of the Asset Purchase Agreement [Purchaser] shall
submit to the Attorney General, no later than four months after the conclusion of each fiscal year,
a report describing in detail compliance with each Condition set forth herein. The Chairman of
the Board of Directors of [Purchaser] shall certify that the report is true, accurate, and complete
and provide documentation of the review and approval of the report by the Local Governing
Board.
XX.
At the request of the Attorney General, all parties listed in Condition I, Verity Health System of
California, Inc., Verity Holdings, LLC, [Purchaser] and any other parties referenced in the
agreements listed in Condition II shall provide such information as is reasonably necessary for
the Attorney General to monitor compliance with these Conditions and the terms of the
transaction as set forth herein. The Attorney General shall, at the request of a party and to the
extent provided by law, keep confidential any information so produced to the extent that such
information is a trade secret or is privileged under state or federal law, or if the private interest in
maintaining confidentiality clearly outweighs the public interest in disclosure.
XXI.
Once the Asset Purchase Agreement is closed, all parties listed in Condition I, and any other
parties referenced in the agreements listed in Condition II are deemed to have explicitly and
implicitly consented to the applicability and compliance with each and every Condition and to
have waived any right to seek judicial relief with respect to each and every Condition.
The Attorney General reserves the right to enforce each and every Condition set forth herein to
the fullest extent provided by law. In addition to any legal remedies the Attorney General may
have, the Attorney General shall be entitled to specific performance, injunctive relief, and such
other equitable remedies as a court may deem appropriate for breach of any of these Conditions.
Pursuant to Government Code section 12598, the Attorney General’s Office shall also be entitled
to recover its attorney fees and costs incurred in remedying each and every violation.
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Conditions to the Sale of Seton Medical Center 1 and Seton Coastside 2 and Approval of the
Asset Purchase Agreement by and among Verity Health System of California, Inc., Verity
Holdings, LLC, St. Francis Medical Center, St. Vincent Medical Center, St. Vincent
Dialysis Center, Inc., Seton Medical Center, and Strategic Global Management,
Inc.[Purchaser]
I.
These Conditions shall be legally binding on Verity Health System of California, Inc., a
California nonprofit public benefit corporation, Verity Holdings, LLC, a California limited
liability company, St. Francis Medical Center, a California nonprofit public benefit corporation,
St. Vincent Medical Center, a California nonprofit public benefit corporation, St. Vincent
Dialysis Center, Inc., a California nonprofit public benefit corporation, Seton Medical Center, a
California nonprofit public benefit corporation, St. Francis Medical Center Foundation, a
nonprofit public benefit corporation, St. Vincent Foundation, a California nonprofit corporation,
Seton Medical Center Foundation, a California nonprofit corporation, Verity Business Services,
a California nonprofit public benefit corporation, Verity Medical Foundation, a California
nonprofit public benefit corporation, St. Vincent de Paul Ethics Corporation, a California
nonprofit public benefit corporation, St. Vincent Dialysis Center, Inc., a California nonprofit
public benefit corporation, Marillac Insurance Company, Ltd., a Cayman Islands corporation,
DePaul Ventures, LLC, a California limited liability company, DePaul Ventures – San Jose
ASC, LLC, a California limited liability company, DePaul Ventures San Jose Dialysis, LLC, a
California limited liability company, and Strategic Global Management, Inc.[Purchaser], a
California corporation_______, any other subsidiary, parent, general partner, managerlimited
partner, member, affiliate, successor, successor in interest, assignee, or person or entity serving
in a similar capacity of any of the above-listed entities including, but not limited to, any entity
succeeding thereto as a result of consolidation, affiliation, merger, or acquisition of all or
substantially all of the real property or operating assets of Seton Medical Center and Seton
Coastside, or the real property on which Seton and Seton Coastside are located, any and all
current and future owners, lessees, licensees, or operators of Seton Medical Center and Seton
Coastside, and any and all current and future lessees and owners of the real property on which
Seton Medical Center and Seton Coastside are located.
II.

1

Throughout this document, the term “Seton Medical Center” shall mean the general acute care
hospital located at 1900 Sullivan Ave., Daly City, CA 94015, and any other clinics, laboratories,
units, services, or beds included on the license issued to Seton Medical Center by the California
Department of Public Health, effective January 1, 2019, unless otherwise indicated.
2

Throughout this document, the term “Seton Coastside” shall mean the skilled nursing facility
with 5 general acute care beds located at 600 Marine Boulevard, Moss Beach, CA 94038-9641,
and any other clinics, laboratories, units, services, or beds included on the license issued to Seton
Medical Center by the California Department of Public Health, effective January 1, 2019, unless
otherwise indicated.
1

The transaction conditionally approved by the Attorney General consists of the Asset Purchase
Agreement dated January 8, 2019_________, by and among, Verity Health System of California,
Inc., a California nonprofit public benefit corporation, Verity Holdings, LLC, a California
Limited liability company, St. Francis Medical Center, a California nonprofit public benefit
corporation, St. Vincent Medical Center, a California nonprofit public benefit corporation, St.
Vincent Dialysis Center, Inc., a California nonprofit public benefit corporation, Seton Medical
Center, a California nonprofit public benefit corporation, and Strategic Global Management,
Inc.[Purchaser], a California corporation____________, and any agreements or documents
referenced in or attached to as an exhibit or schedule and any other documents referenced in the
Asset Purchase Agreement, including, but not limited to, the Sale Leaseback Agreement and
Interim Management Agreement. .
All the entities listed in Condition I, and any other parties referenced in the above agreements
shall fulfill the terms of the agreements or documents and shall notify and obtain the Attorney
General’s approval in writing of any proposed modification or rescission of any of the terms of
these agreements or documents. Such notifications shall be provided at least sixty days prior to
their effective date in order to allow the Attorney General to consider whether they affect the
factors set forth in Corporations Code section 5917 and obtain the Attorney General’s approval.
III.
For approximately 6 years (until December 13, 2025) from the closing date of the Asset Purchase
Agreement, Verity Health System of California, Inc., Verity Holdings, LLC, Strategic Global
Management, Inc.[Purchaser], and all future owners, managers, lessees, licensees, or operators of
Seton Medical Center and Seton Coastside shall be required to provide written notice to the
Attorney General sixty days prior to entering into any agreement or transaction to do any of the
following:
(a) Sell, transfer, lease, exchange, option, convey, manage, or otherwise dispose of Seton
Medical Center or Seton Coastside;
(b) Transfer control, responsibility, management, or governance of Seton Medical Center or
Seton Coastside. The substitution, merger or addition of a new member or members of the
governing body of Strategic Global Management, Inc.[Purchaser] that transfers the control of,
responsibility for or governance of Seton Medical Center or Seton Coastside, shall be deemed a
transfer for purposes of this Condition. The substitution or addition of one or more members of
the governing body of Strategic Global Management, Inc.,[Purchaser] or any arrangement,
written or oral, that would transfer voting control of the members of the governing body of
Strategic Global Management, Inc.[Purchaser] shall also be deemed a transfer for purposes of
this Condition.

2

IV.
For the remainder of the term 3 (until December 13, 2025), Seton Medical Center (including
Seton Coastside because both facilities are on the same license) shall be operated and maintained
as a licensed general acute care hospital (as defined in California Health and Safety Code Section
1250).
V.
For the remainder of the term (until December 13, 2025), Seton Medical Center shall maintain
24-hour emergency medical services at a minimum of 18 treatment stations with the same types
and/or levels of services, including:
a. Designation as a STEMI Receiving Center; and
b. Advanced certification as a Primary Stroke Center;
VI.
For the remainder of the term (until December 13, 2025), Seton Medical Center shall maintain
the following services at current 4 licensure, types, and/or levels of services, including:
a. Cardiac services, including the 2 cardiac catheterization labs;
b. Critical care services, including a minimum of 20 intensive care/coronary care beds;
c. Psychiatric services, including a minimum of 22 distinct part beds with at least 20
beds available for the geriatric psychiatric unit;
d. Women’s health services, including the Seton Breast Health Center and women’s
imaging and mammography services; and
e. Sub-acute services, including a minimum of 44 sub-acute beds and Medi-Cal
Certification as a sub-acute unit.
For the remainder of the term (until December 13, 2025), [Purchaser] Strategic Global
Management, Inc. shall not place all or any portion of its above-listed licensed-bed capacity or
services in voluntary suspension or surrender its license for any of these beds or services.
VII.

3

The term “For the remainder of the term” refers to the Conditions to Change in Control and
Governance of Seton Medical Center and Seton Coastside and Approval of the System
Restructuring and Support Agreement by and among Daughters of Charity Ministry Services
Corporation, Daughters of Charity Health System, Certain Funds Managed by BlueMountain
Capital Management, LLC, and Integrity Healthcare, LLC., dated December 3, 2015. The
System Restructuring and Support Agreement closed on December 14, 2015.
4

The term “current” or “currently” throughout this document means as of January 1,
2019
.
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For at least five years from the closing date of the Asset Purchase Agreement, Seton Medical
Center shall maintain the following services at current licensure, types, and/or levels of services:
a. Gastroenterology services, including enteroscopy, endoscopy, and colonoscopy services;
b. Cancer services, including inpatient oncology services, interventional radiology, radiation
therapy, and for those patients that may be in need of infusion therapy treatment, a referral
process to other nearby hospitals or clinics, including Stanford Cancer Center, UCSF
Helen Diller Comprehensive Care Cancer Clinic, St. Mary’s Cancer Center, or other
health facility that provides infusion therapy services. The referral process shall be
memorialized in the policies and procedures at Seton Medical Center and should include
procedures on how to assist patients with accessing infusion therapy at the nearby
hospitals or clinics, and the transferring of patient medical records;
c. Written policies or procedures that refers patients that require medical infusion to be
referred to another nearby hospital or entity that provides medical infusion services;
d. Orthopedics and rehabilitation services, including spine care services;
e. Diabetes services, including Northern California Diabetes Institute;
f. Wound care services, including Seton Center for Advanced Wound Care; and
g. Nephrology services.
Strategic Global Management, Inc.For at least five years from the closing date of the Asset
Purchase Agreement, [Purchaser] shall not place all or any portion of its above-listed licensed bed
capacity or services in voluntary suspension or surrender its license for any of these beds or
services.
VIII.
For the remainder of the term (until December 13, 2025), Seton Medical Center shall maintain
the following services at current licensure, types, and/or levels of services at Seton Coastside
including:
a. 24-hour “standby” Emergency Department, with a minimum of 7 treatment stations; and
b. Skilled nursing services, including a minimum of 116 licensed skilled nursing beds.
IX.
For at least five years from the closing date of the Asset Purchase Agreement, Strategic Global
Management, Inc.[Purchaser] shall either: (1) operate clinics (listed below) with the same
number of physicians and mid-level provider full-time equivalents in the same or similar
alignment structures, or (2) sell the clinics (listed below) with the same number of physician and
mid-level provider full-time equivalents and require the purchaser(s) to maintain such services
for 5 years from the closing date of the Asset Purchase Agreement and to participate in the MediCal and Medicare programs as required in the conditions herein, or (3) ensure that a third party is
operating the clinics (listed below) with the same number of physician and mid-level provider
full-time equivalents and require the third party to maintain such services for 5 years from the
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closing date of the Asset Purchase Agreement and to participate in the Medi-Cal and Medicare
programs as required in the conditions herein. For any of these options, each clinic can be
moved to a different location within a three-mile radius of each clinic’s current location, and
Seton Medical and Seton Coastside can utilize an alternative structure in providing such services.
The following clinics are subject to this condition and shall maintain the same types and/or levels
of services provided, including women’s healthcare services, and mammography services:
a. Women’s Health Services, located at 1850 Sullivan Avenue, Suite 190, Daly City,
California
b. Imaging Services located at 1850 Sullivan Avenue, Suite 100, Daly City, California; and
c. Wound Care Services, located at 1850 Sullivan Avenue, Suite 115 Daly City, California.
X.
For six fiscal years from the closing date of the Asset Purchase Agreement, Strategic Global
Management, Inc.[Purchaser] shall provide an annual amount of Charity Care (as defined below)
at Seton Medical Center and Seton Coastside equal to or greater than $1,055,863 (the Minimum
Charity Care Amount). For purposes hereof, the term “charity care” shall mean the amount of
charity care costs (not charges) incurred by Strategic Global Management, Inc.[Purchaser] in
connection with the operation and provision of services at Seton Medical Center and Seton
Coastside. The definition and methodology for calculating “charity care” and the methodology
for calculating “costs” shall be the same as that used by Office of Statewide Health Planning
Development (OSHPD) for annual hospital reporting purposes. 5
Strategic Global Management, Inc.[Purchaser] shall use and maintain a charity care policy that is
no less favorable than Verity Health System of California, AHMC Healthcare Inc.’s current
Ccharity Ccare Ppolicy (Verity’s Financial Assistance Policy No. 06.03.04 effective on January
1, 2007December 5, 2017 and revised and reviewed June 20, 2018on January 1, 2015) and in
compliance with California and Federal law. at Seton Medical Center and Seton Coastside.
Within 90 days from the closing of the Asset Purchase Agreement, Strategic Global
Management, Inc.[Purchaser] will amend the Financial Assistance Policy to include as
follows:shall take the following steps to ensure that patients at Seton Medical Center and Seton
Coastside are informed about the hospitals’ Financial Assistance Policy:
a. A copy of the Financial Assistance Policy and the plain language summary of the
Financial Assistance Policy must be posted at Seton Medical Center and Seton Coastside
in a prominent location in the emergency room, admissions area, and any other location
in the hospital where there is a high volume of patient traffic, including waiting rooms,
billing offices, and hospital outpatient service settings.
5

OSHPD defines charity care by contrasting charity care and bad debt. According to OSHPD,
“the determination of what is classified as . . . charity care can be made by establishing whether
or not the patient has the ability to pay. The patient’s accounts receivable must be written off as
bad debt if the patient has the ability but is unwilling to pay off the account.”
5

b. A copy of the Financial Assistance Policy, the Application for Financial Assistance, and
the plain language summary of the Financial Assistance Policy must be posted in a
prominent place on each Seton Medical Center’s and Seton Coastside’s website(s).
c. If requested by a patient, a copy of the Financial Assistance Policy, Application for
Financial Assistance, and the plain language summary must be sent by mail at no cost to
the patient.
d. As necessary, and at least on an annual basis, Strategic Global Management,
Inc.[Purchaser] will place an advertisement regarding the availability of financial
assistance at Seton Medical Center and Seton Coastside in a newspaper of general
circulation in the communities served by the hospitals, or issue a Press Release to widely
publicize the availability of the Financial Assistance Policy to the communities served
by the hospitals.
e. Strategic Global Management, Inc.[Purchaser] will work with affiliated organizations,
physicians, community clinics, other health care providers, houses of worship, and other
community-based organizations, including but not limited to community clinics and
other health care providers, to notify members of the community (especially those who
are most likely to require financial assistance) about the availability of financial
assistance at Seton Medical Center and Seton Coastside.
f. By December 1, 2019,________, 2020, all staff that interacts with patients and their
families concerning payment of services shall be given training to make patients and
their families aware of and informed of Strategic Global Management,
Inc.’s[Purchaser]’s Financial Assistance Policy at Seton Medical Center and Seton
Coastside.
Any planning of, and any subsequent changes to, the charity care and collection policies, and
charity care services provided at Seton Medical Center and Seton Coastside shall be decided
after consultation with the Local Governing Board of Directors.
Strategic Global Management, Inc.’s[Purchaser] obligation under this Condition shall be
prorated on a daily basis if the closing date of the Asset Purchase Agreement is a date other than
the first day of Verity Health System of California, Inc.’s [Purchaser]’s fiscal year.
For the second fiscal year and each subsequent fiscal year, the Minimum Charity Care Amount
shall be increased (but not decreased) by an amount equal to the Annual Percent increase, if any,
In the 12 Months Percent Change: All Items Consumer Price Index for All Urban Consumers in
the San Francisco-Oakland-San Jose, California Average Base Period: 1928-84=100 (as
published by the U.S. Bureau of Labor Statistics). If the actual amount of charity care provided
at Seton Medical Center and Seton Coastside for any fiscal year is less than the Minimum
Charity Care Amount (as adjusted pursuant to the above-referenced Consumer Price Index)
required for such fiscal year, Strategic Global Management, Inc.[Purchaser] shall pay an amount
equal to the deficiency to one or more tax-exempt entities that provide direct healthcare services
to residents in the Seton Medical Center service area (14 ZIP codes), as described on page 54 in
the Healthcare Impact Report authored by JD Healthcare dated August 19, 2019. (Exhibit 1.)
Such payments(s) shall be made within six months following the end of such fiscal year.
XI.
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For six fiscal years from the closing day of the Asset Purchase Agreement Strategic Global
Management, Inc.[Purchaser] shall provide an annual amount of Community Benefit Services at
Seton Medical Center and Seton Coastside equal to or greater than $685,870 (the “Minimum
Community Benefit Services Amount”) exclusive of any funds from grants. For six fiscal years,
the following community benefit programs and services shall continue to be offered at its current
or equivalent location:
a. Health Benefits Resource Center; and
b. RotaCare Clinic
The planning of, and any subsequent changes to, the community benefit services provided at
Seton Medical Center shall be decided after consultation with the Local Governing Board of
Directors.
Strategic Global Management, Inc.’s[Purchaser] obligation under this Condition shall be
prorated on a daily basis if the effective date of the Asset Purchase Agreement is a date other
than the first day of the Verity Health System of California, Inc.’s[Purchaser]’s fiscal year.
For the second fiscal year and each subsequent fiscal year, the Minimum Community Benefit
Services Amount shall be increased (but not decreased) by an amount equal to the Annual
Percent increase, if any, in the 12 Months Percent Change: All Items Consumer Price Index for
All Urban Consumers in the San Francisco-Oakland-San Jose, California Average Base Period:
1982-84=100 (as published by the U.S. Bureau of Labor Statistics). If the actual amount of the
community benefit services provided at Seton Medical Center and Seton Coastside for any fiscal
year is less than the Minimum Community Benefit Services Amount (as adjusted pursuant to the
above-referenced Consumer Price Index) required for such fiscal year, Strategic Global
Management, Inc.[Purchaser] shall pay an amount equal to the deficiency to one or more taxexempt entities that provide community benefit services for residents in Seton Medical Center’s
service area (14 ZIP codes), as defined on as described on page 54 in the Healthcare Impact
Report authored by JD Healthcare dated August 19, 2019. (Exhibit 1.) Such payment(s) shall be
made within six months following the end of such fiscal year.
XII.
For the remainder of the term (until December 13, 2025), Strategic Global Management,
Inc.[Purchaser] shall:
a) Be certified to participate in the Medi-Cal program at Seton Medical Center and Seton
Coastside:
b) Maintain and have a Medi-Cal Managed Care contract with San Mateo Health Commission
dba Health Plan of San Mateo or its successor to provide the same types and levels of emergency
and non-emergency services at Seton Medical Center and Seton Coastside to Medi-Cal
beneficiaries (both Traditional Medi-Cal and Medi-Cal Managed Care) as required in these
7

Conditions, on the same terms and conditions as other similarly situated hospitals offering
substantially the same services, without any loss, interruption of service or diminution in quality,
or gap in contracted hospital coverage, unless the contract is terminated for cause or not extended
or renewed by the Medi-Cal Managed Care Plan.

If Strategic Global Management, Inc.[Purchaser] questions whether it is being reimbursed on the
same terms and conditions as other similarly situated hospitals offering substantially the same
services, it shall notify the Attorney General’s Office with at least 120 days’ notice prior to
taking any action that would effectuate any loss, interruption of service or diminution in quality,
or gap in contracted hospital coverage or prior to giving any required notice of taking such
action.
c) Be certified to participate in the Medicare program by maintaining a Medicare Provider
Number to provide the same types and levels of emergency and non-emergency services at Seton
Medical Center and Seton Coastside to Medicare beneficiaries (both Traditional Medicare and
Medicare Managed Care) as required in these Conditions.
XIII.
For at least five years from the closing date of the Asset Purchase Agreement unless otherwise
indicated, Strategic Global Management, Inc.[Purchaser] shall maintain its contracts and any
amendments and exhibits thereto with the County of San Mateo, unless otherwise terminated by
the County of San Mateo, for services, including the following:
a. Participation in the Hospital Preparedness Program between the Hospital (jointly with
Seton Coastside) and San Mateo County;
b. STEMI Receiving Center Designation between the Hospital and San Mateo County;
c. Financial Support for Seismic Upgrades between the Hospital and San Mateo County;
d. Information Sharing and Data Use Agreement between the Hospital and the County of
San Mateo Health System;
e. Fee for Service Hospital Services Agreement between the Hospital (jointly with Seton
Coastside) and San Francisco Health Plan;
f. Memorandum of Understanding between the Hospital and San Mateo County Behavioral
Health and Recovery Services Division;
g. Affiliation Agreement for the Radiology Technology Program between the Hospital and
San Mateo College District;
h. Affiliation Agreement for the Registered Nursing Program between the Hospital (jointly
with Seton Coastside) and San Mateo College District;
i. Patient Transfer Agreement between the Hospital and San Mateo County Medical Center;
j. Rail Shuttle Bus Service Administration for Seton Shuttle Agreement between the
Hospital and San Mateo County Transit District;
k. Medical Services Agreement between the Hospital and San Mateo Health Community
Health Authority-Access and Care for Everyone (ACE) Program;
l. Hospital Medi-Cal Hospital Agreement between the Hospital and San Mateo Health
Commission dba Health Plan of San Mateo;
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m. Memorandum of Understanding for Long Term Care Partnership Program between the
Hospital and San Mateo Health Commission dba Health Plan of San Mateo; and
n. Care Advantage Hospital Service Agreement between the Hospital and San Mateo Health
Commission dba Health Plan of San Mateo.
XIV.

For the remainder of the term (until December 13, 2025), Strategic Global Management,
Inc.[Purchaser] shall have at Seton Medical Center and Seton Coastside Local Governing
Board(s) of Directors. Strategic Global Management, Inc.[Purchaser] shall consult with the
Local Governing Board(s) of Directors prior to making changes to medical services, community
benefit programs, making capital expenditures, making changes to the charity care and collection
policies, and making changes to charity care services provided at Seton Medical Center and
Seton Coastside. The members of the Local Governing Board(s) shall include physicians from
Seton Medical Center’s and Seton Coastside’s medical staff, Seton Medical Center’s and Seton
Coastside’s Chief(s) of Staff, one member designated by the San Mateo County Board of
Supervisors, and community representative from Seton Medical Center’s and Seton Coastside’s
service area (14 ZIP codes), as described on page 54 in the Healthcare Impact Report authored
by JD Healthcare dated August 19, 2019, attached hereto as Exhibit 1, including at least one
member from a local healthcare advocacy group. Such consultation shall occur at least sixty
days prior to the effective date of such changes or actions unless done so on an emergency basis.
The Local Governing Board(s)’s approval is required of all reports submitted to the Attorney
General regarding compliance with these Conditions.
XV.
Strategic Global Management, Inc. shall commit to reserve or expend capital for St. Francis
Medical Center, St. Vincent Medical Center, and Seton Medical Center for capital improvements
to the hospitals over the five year period from the closing of the Asset Purchase Agreement of
the amount that remains unexpended from the $180 million commitment required of
BlueMountain Capital Management, LLC as part of the Attorney General Conditions approved
on December 3, 2015 but this amount can be no less than $5.8 million among the three hospitals.
XVI.
Strategic Global Management, Inc.[Purchaser] shall maintain privileges for current medical staff
who are in good standing as of the closing date of the Asset Purchase Agreement. Further, the
closing of the Asset Purchase Agreement shall not change the medical staff officers, committee
chairs, or independence of the medical staff, and such persons shall remain in good standing for
the remainder of their tenure at Seton Medical Center and Seton Coastside.
XVII.
Strategic Global Management, Inc.[Purchaser] shall commit the necessary investments required
to meet and maintain OSHPD seismic compliance requirements at Seton Medical Center and
9

Seton Coastside through 2030 under the Alfred E. Alquist Hospital Facilities Seismic Safety Act
of 1983, as amended by the California Hospital Facilities Seismic Safety Act, (Health & Saf.
Code, § 129675-130070). Strategic Global Management, Inc.[Purchaser] shall meet construction
benchmarks which include the starting of construction on the 1963 Tower, and as detailed on the
attached Exhibit 2. [revised benchmarks].
XVIII.
There shall be no discrimination against lesbian, gay, bisexual, or transgender individuals at
Seton Medical Center and Seton Coastside, and no restriction or limitation on providing or
making reproductive health services available at Seton Medical Center and Seton Coastside, its
medical office buildings, or at any of its facilities. Both of these prohibitions shall be set forth in
Strategic Global management, Inc.’s[Purchaser]’s written policies, adhered to, and strictly
enforced.
XVIIIIX.
Within 15 days of the Attorney General’s approval, Seton Medical Center Foundation shall
transfer all charitable assets including, but not limited to, all temporary and permanently
restricted funds to the California Community Foundation.
a)

The funds from Seton Medical Center Foundation, if not previously
restricted to support a specific charitable organization, will be deposited
into the California Community Foundation’s Seton Medical Foundation,
and used to support nonprofit tax-exempt charitable organizations, clinics
and facilities in providing healthcare services to residents of Seton
Medical Foundation’s service area (14 ZIP codes), as described on page
54 in the Healthcare Impact Report authored by JD Healthcare dated
August 19, 2019. (Exhibit 1.) The donated funds shall be maintained and
used for the purposes specified herein for a period of at least five years.

b)

If there are funds from Seton Medical Foundation previously restricted to
support a specific charitable organization, such funds shall be deposited
into a fund or funds at California Community Foundation restricted to
continuing support for such charitable organization or organizations. Such
funds are protected against obsolescence. If the purposes of any restricted
fund become unnecessary, incapable of fulfillment, or inconsistent with
the charitable needs of the community served by California Community
Foundation, the California Community Foundation’s Board of Directors
shall have the ability to modify any restriction or condition on the use such
fund.
XIXX.

For six fiscal years from the closing date of the Asset Purchase Agreement Strategic Global
Management, Inc.[Purchaser] shall submit to the Attorney General, no later than four months
10

after the conclusion of each fiscal year, a report describing in detail compliance with each
Condition set forth herein. The Chairman of the Board of Directors of Strategic Global
Management, Inc.[Purchaser] shall certify that the report is true, accurate, and complete and
provide documentation of the review and approval of the report by the Local Governing Board.
XXI.
At the request of the Attorney General, all parties listed in Condition I, Verity Health System of
California, Inc., Verity Holdings, LLC, Strategic Global Management, Inc.,[Purchaser] and any
other parties referenced in the agreements listed in Condition II shall provide such information as
is reasonably necessary for the Attorney General to monitor compliance with these Conditions
and the terms of the transaction as set forth herein. The Attorney General shall, at the request of
a party and to the extent provided by law, keep confidential any information so produced to the
extent that such information is a trade secret or is privileged under state or federal law, or if the
private interest in maintaining confidentiality clearly outweighs the public interest in disclosure.
XXII.
Once the Asset Purchase Agreement is closed, all parties listed in Condition I, and any other
parties referenced in the agreements listed in Condition II are deemed to have explicitly and
implicitly consented to the applicability and compliance with each and every Condition and to
have waived any right to seek judicial relief with respect to each and every Condition.
The Attorney General reserves the right to enforce each and every Condition set forth herein to
the fullest extent provided by law. In addition to any legal remedies the Attorney General may
have, the Attorney General shall be entitled to specific performance, injunctive relief, and such
other equitable remedies as a court may deem appropriate for breach of any of these Conditions.
Pursuant to Government Code section 12598, the Attorney General’s Office shall also be entitled
to recover its attorney fees and costs incurred in remedying each and every violation.
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Title 11, California Code of Regulations, § 999.5(d)(8)
Resolution of the board of directors of the applicant authorizing the filing of the written
notice and a statement by the chair of the board that the contents of the written notice are
true, accurate and complete
1. Attached to Section 999.5(d)(1)(C) as Exhibits 10 through 12 are the board resolutions
authorizing the filing of the written notice.
2. Attached to this Section 999.5(d)(8) as Exhibit 1 is the statement of the chair of the board
that the contents of the written notice are true, accurate, and complete.
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Title 11, California Code of Regulations,§ 999.5(d)(8)
Exhibit 1

CHAIRPERSON’S STATEMENT
I, Jack Krouskup, Chairperson of the Board of Directors of Verity Health System of
California, Inc., believe that the contents of the attached written notice are true, accurate, and
complete.

By:
Jack Krouskup
Chairperson, Verity Health System of
California, Inc., Board of Directors

1
4824-1448-1338v.1 0115205-000006

Title 11, California Code of Regulations, § 999.5(d)(9)
TRANSFEREE INFORMATION
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Title 11, California Code of Regulations,§ 999.5(d)(9)
Exhibit 1

Title 11, California Code of Regulations,§ 999.5(d)(9)
Exhibit 2

Title 11, California Code of Regulations,§ 999.5(d)(9)
Exhibit 3

Title 11, California Code of Regulations, § 999.5(d)(10)

PUBLIC COMMUNICATIONS
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Title 11, California Code of Regulations, § 999.5(d)(10)

A description of the Applicant’s efforts to inform local governmental entities, professional
staff, and employees of the health facilities, and the general public of the proposed
transaction
In light of the Bankruptcy Cases, the proposed Transaction and possible sale of the Seton Facilities
has been very public. All filings in the Bankruptcy Cases are publicly available through the Court
and also, at no expense, through the notice portal at www.kccllc.net/verityhealth. By way of
example, Exhibit 1 includes a summary of the categories of parties served with notice of the
commencement of the Bankruptcy Cases, sale motion and notice of the claims bar date, as well as
copies of the notices that were sent to these recipients. In addition to numerous creditors and
interested parties who received these notices, governmental agencies like the Attorney General’s
Office, the Department of Healthcare Services, the Securities and Exchange Commission, the
United States Department of Health and Human Services, the United States Department of Justice,
the Counties of San Mateo and Santa Clara, Daly City, the Los Angeles Tax Collector, the LA
County Treasurer and Tax Collector are among the parties receiving these types of notices from
the Bankruptcy Cases.
Attached to this Section 999.5(d)(10) as Exhibit 2 are various press releases issued by the
Applicant and letters sent out by VHS to its employees.
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KCC Notice List
Notice of Commencement DN 185
Notice Party
Accredited Agency
APA-PSA
Bank
Bondholder
Contract Counter-Party
Equipment Lienholder
Filed Claim - 503(b)(9) Claim
Filed Claim - Employee Claim (Non-Severance)
Filed Claim - Employee Claim (Severance)
Filed Claim - Patient Claim
Filed Claim - Pension Claim
Filed Claim - Trade Claim (Health Care Providers--Doctors, Nurses, Labs, etc.)
Filed Claim - Trade Claim (Vendor)
Garanty Beneficiary
Governmental Agency
Indenture Trustee
Insurance
Insurance Providers - Patients
Landlord
Lender
Lienholder
Noteholder
Redact - Employee
Redact - Employee (Former)
Redact - Employee Litigation
Redact (Fully) – Patient
Redact (Fully) – Patient Litigation
Retirement Fund Trustee
Schedule Claim - Tax Claim
Scheduled Claim - D
Scheduled Claim - F
Tenant
Top 50
Trade Vendor
UCC Lender
UCC Lienholder
Unclassified
Union
Utility Vendor
Vendor

Count
37
16
3
2
73
20
2
10
3
1
3
22
81
1
25
3
34
27
40
3
1
5
7732
15
315
23323
37
2
10
4
4
104
55
2
5
37
101
6
96
10966

Grand Total

43226

Motion for Private Sale re Seton to AHMC DN 4360 (served 3/30/20 Tax/gov, secured,
unions buyer) / SMC Sale Order DN 4634 served 4/23/20

Notice Party

Accredited Agency
Bondholder
Buyer
Equipment Lienholder
Filed Claim - Bond/Note Claim
Filed Claim - Employee Claim (Non-Severance)
Filed Claim - Governmental Claim
Filed Claim - Tax Claim
Filed Claim - Trade Claim (Health Care Providers--Doctors, Nurses, Labs, etc.)
Filed Claim - Trade Claim (Vendor)
Governmental Agency
Lienholder
Noteholder
Schedule Claim - Tax Claim
Scheduled Claim - D
Secured Claimant
Tax / Gov Agency
Unclassified
Union (no on core list)
Vendor
Grand Total

Count
1
1
2
11
6
1
1
5
1
5
14
1
3
10
1
16
12
2
1
7
101

Notice of Bar Date DN 1544
Notice Party
Accredited Agency
APA-PSA
Bank
Bondholder
Contract Counter-Party
Equipment Lienholder
Filed Claim - 503(b)(9) Claim
Filed Claim - Blank Claim
Filed Claim - Customer Claim
Filed Claim - Employee Claim (Litigation)
Filed Claim - Employee Claim (Non-Severance)
Filed Claim - Employee Claim (Severance)
Filed Claim - Executory Contract Claim
Filed Claim - Governmental Claim
Filed Claim - Guarantee Claim
Filed Claim - Indemnification Claim
Filed Claim - Insurance Claim
Filed Claim - Landlord Claim
Filed Claim - Litigation Claim
Filed Claim - Patient Claim
Filed Claim - Pension Claim
Filed Claim - Tax Claim
Filed Claim - Trade Claim (Health Care Providers--Doctors, Nurses, Labs, etc.)
Filed Claim - Trade Claim (Vendor)
Filed Claim - Utility Claim
Garanty Beneficiary
Governmental Agency
Indenture Trustee
Insurance
Insurance Providers - Patients
Landlord
Lender
Lienholder
Litigation
Mechanics Lienholder
Noteholder
Redact - Employee
Redact - Employee (Former)
Redact - Employee Litigation
Redact (Fully) – Patient
Redact (Fully) – Patient Litigation
Retirement Fund Trustee
Schedule Claim - Tax Claim

Count
37
17
3
9
1287
46
11
1
1
1
37
19
5
1
1
1
1
5
10
28
3
14
548
638
9
1
25
3
34
27
42
3
18
1
1
14
7818
16
316
24392
38
2
18

Scheduled Claim - D
Scheduled Claim - F
Tenant
Top 50
Trade Vendor
UCC Lender
UCC Lienholder
Unclassified
Union
Utility Vendor
Vendor

4
766
105
55
8
5
40
1423
6
96
11024

Grand Total
Patient list going back 1 year

49034
269583

Seton Sale Hearing Notice DN 4389 served on full creditor matrix on 4/1

Notice Party

Count

Accredited Agency
APA-PSA
Bank
Bondholder
Buyer
Contract Counter-Party
Equipment Lienholder
Filed Claim
Filed Claim - 503(b)(9) Claim
Filed Claim - Blank Claim
Filed Claim - Bond/Note Claim
Filed Claim - Customer Claim
Filed Claim - Employee Claim (Litigation)
Filed Claim - Employee Claim (Non-Severance)
Filed Claim - Employee Claim (Severance)
Filed Claim - Employee Claim (Workers Compensation)
Filed Claim - Equity Claim
Filed Claim - Executory Contract Claim
Filed Claim - Governmental Claim
Filed Claim - Grievance Claim
Filed Claim - Guarantee Claim
Filed Claim - Indemnification Claim
Filed Claim - Insurance Claim
Filed Claim - Landlord Claim
Filed Claim - Lienholder Claim
Filed Claim - Litigation Claim
Filed Claim - Patient Claim
Filed Claim - Pension Claim
Filed Claim - Tax Claim
Filed Claim - Trade Claim (Health Care Providers--Doctors, Nurses, Labs, etc.)
Filed Claim - Trade Claim (Vendor)
Filed Claim - Union Claim
Filed Claim - Utility Claim
Garanty Beneficiary
Governmental Agency
Indenture Trustee
Insurance
Insurance Providers - Patients
Landlord
Lender
Lienholder
Litigation
Mechanics Lienholder
Noteholder
Redact - Employee
Redact - Employee (Former)
Redact - Employee Litigation
Redact (Fully) – Patient
Redact (Fully) – Patient Litigation
Retirement Fund Trustee
Schedule Claim - Tax Claim
Scheduled Claim - D
Scheduled Claim - F
Secured Claimant
Tax / Gov Agency
Tenant
Top 50
Trade Vendor
UCC Lender
UCC Lienholder
Unclassified
Union
Union (no on core list)
Utility Vendor
Vendor

39
18
3
9
2
2294
46
47
56
17
40
3
9
424
93
2
1
8
3
5
11
2
11
10
2
26
38
201
17
673
798
6
13
1
25
3
34
27
44
3
18
2
1
14
25473
16
316
24383
39
2
18
4
766
39
12
105
55
8
7
40
2072
6
1
96
11047

Grand Total

69604

Case 2:18-bk-20151-ER

1
2
3
4
5

Doc 185 Filed 09/13/18 Entered 09/13/18 13:46:51
Main Document
Page 1 of 5

Desc

SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
JOHN A. MOE, II (Bar No. 066893)
john.moe@dentons.com
TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
DENTONS US LLP
601 South Figueroa Street, Suite 2500
Los Angeles, California 90017-5704
Tel: (213) 623-9300 / Fax: (213) 623-9924

6

DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

7

Proposed Attorneys for the Chapter 11 Debtors and
Debtors In Possession

8

UNITED STATES BANKRUPTCY COURT

9

CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION

10
11

In re

Lead Case No. 2:18-bk-20151-ER

12

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,

Jointly Administered With:
Case No. 2:18-bk-20162-ER
Case No. 2:18-bk-20163-ER
Case No. 2:18-bk-20164-ER
Case No. 2:18-bk-20165-ER
Case No. 2:18-bk-20167-ER
Case No. 2:18-bk-20168-ER
Case No. 2:18-bk-20169-ER
Case No. 2:18-bk-20171-ER
Case No. 2:18-bk-20172-ER
Case No. 2:18-bk-20173-ER
Case No. 2:18-bk-20175-ER
Case No. 2:18-bk-20176-ER
Case No. 2:18-bk-20178-ER
Case No. 2:18-bk-20179-ER
Case No. 2:18-bk-20180-ER
Case No. 2:18-bk-20181-ER
Chapter 11 Cases
Hon Judge Ernest M. Robles

13
14

Debtors and Debtors In Possession.

15

☒Affects All Debtors

16

☐ Affects Verity Health System of California, Inc.
☐ Affects O’Connor Hospital
☐ Affects Saint Louise Regional Hospital
☐ Affects St. Francis Medical Center
☐ Affects St. Vincent Medical Center
☐ Affects Seton Medical Center
☐ Affects O’Connor Hospital Foundation
☐ Affects Saint Louise Regional Hospital
Foundation
☐ Affects St. Francis Medical Center of Lynwood
Foundation
☐ Affects St. Vincent Foundation
☐ Affects St. Vincent Dialysis Center, Inc.
☐ Affects Seton Medical Center Foundation
☐ Affects Verity Business Services
☐ Affects Verity Medical Foundation
☐ Affects Verity Holdings, LLC
☐ Affects De Paul Ventures, LLC
☐ Affects De Paul Ventures - San Jose Dialysis,
LLC

17
18
19
20
21
22
23
24
25
26

Debtors and Debtors In Possession.
27
28

109031491\V-1

NOTICE OF CASE COMMENCEMENT
OF CHAPTER 11 CASES AND MEETING
OF CREDITORS PURSUANT TO
SECTION 341 OF THE BANKRUPTCY
CODE

Case 2:18-bk-20151-ER

Desc

1

TO ALL INTERESTED PARTIES:

2

COMMENCEMENT OF CASES: On August 31, 2018, the entities listed below (collectively,
the “Debtors”) filed voluntary petitions for relief under chapter 11 of title 11 of the United States
Code, 11 U.S.C. §§ 101 et. seq. (the “Bankruptcy Code”), with the United States Bankruptcy
Court for the Central District of California (Los Angeles Division) (the “Court”), and an order
for relief has been entered. The Debtors’ chapter 11 cases (collectively, the “Cases”) are being
jointly administered under Case No. 2:18-bk-20151-ER. You may be a creditor of one of the
Debtors.

3
4
5
6
7
8
DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300
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THIS NOTICE LISTS IMPORTANT DEADLINES. You may want to consult an attorney to
protect your rights. All documents filed in these Cases may be inspected at the Office of the
Claims and Noticing Agent at the address listed below:
Debtor

Address

Case No.

Tax ID No.
91-2145484

Verity Health System of
California, Inc.

2040 East Mariposa Ave.
El Segundo, CA

2:18-BK-20151-ER

O’Connor Hospital

2105 Forrest Ave.
San Jose, CA 95128

2:18-BK-20168-ER

Saint Louise Regional
Hospital

9400 No Name Uno
Gilroy, CA 95020

2:18-BK-20162-ER

St. Francis Medical Center

3630 East Imperial Hwy
Lynwood, CA 90262

2:18-BK-20165-ER

St. Vincent Medical Center

2131 West Third Street
Los Angeles, CA 90057

2:18-BK-20164-ER

91-2154438

Seton Medical Center

1900 Sullivan Ave.
Daly City, CA 94105

2:18-BK-20167-ER

91-2154441

O’Connor Hospital
Foundation

2105 Forrest Ave.
San Jose, CA 95128

2:18-BK-20179-ER

770006295

Saint Louise Regional
Hospital Foundation

9400 No Name Uno
Gilroy, CA 95020

2:18-BK-20172-ER

56-2384735

St. Francis Medical
Center of Lynwood
Foundation

3630 East Imperial Hwy
Lynwood, CA 90262

2:18-BK-20178-ER

St. Vincent Foundation

2131 West Third Street
Los Angeles, CA 90057

2:18-BK-20180-ER

St. Vincent Dialysis Center,
Inc.

201 South Alvarado, Suite 220
Los Angeles, CA 90057

2:18-BK-20171-ER

10
11
12
13
14

91-2154436
91-2154437

91-2154439

15
16
17
18
19
20
21
22
23

95-3190773

24
25
26
27
28

109031491\V-1

95-3922511

953749293

Case 2:18-bk-20151-ER
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Seton Medical Center
Foundation

1900 Sullivan Ave.
Daly City, CA 94105

2:18-BK-20175-ER

94-2824033

Verity Business Services

2040 East Mariposa Ave.
El Segundo, CA

2:18-BK-20173-ER

51-0659139

Verity Medical Foundation

400 Race Street
San Jose, CA

2:18-BK-20169-ER

45-3691852

Verity Holdings, LLC

2040 East Mariposa Ave.
El Segundo, CA

2:18-BK-20163-ER

81-3038177

De Paul Ventures, LLC

203 Redwood Shores Pkwy, Ste
800
Redwood City, CA 94065

2:18-BK-20176-ER

De Paul Ventures – San
Jose Dialysis, LLC

203 Redwood Shores Pkwy, Ste
800
Redwood City, CA 94065

2:18-BK-20181-ER

4
5
6
7

DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

8
9
10
11

27-3340398

37-1732430

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

PURPOSE OF CHAPTER 11 FILING: Chapter 11 of the Bankruptcy Code enables a debtor
to reorganize or liquidate pursuant to a plan of reorganization. A plan is not effective unless
approved by the Court at a confirmation hearing. Creditors will be given notice concerning any
plan and will be given notice if this case is dismissed or converted to another chapter of the
Bankruptcy Code. The Debtors will remain in possession of their property and will continue to
operate their business unless a trustee is appointed. No motion to appoint a trustee has been filed
at this time. Creditors may be sent a copy of the plan and a disclosure statement describing the
plan. Creditors may have the opportunity to vote on the plan. Creditors will be sent notice of the
date of the confirmation hearing and may object to confirmation of the plan and attend the
confirmation hearing.
CREDITORS MAY NOT TAKE CERTAIN ACTIONS: A creditor is anyone to whom the
Debtors owe money or property. Under the Bankruptcy Code, the Debtors are granted certain
protection against creditors. Common examples of prohibited actions by creditors include
contacting the Debtors to demand repayment, taking action against the Debtors to collect money
owed to creditors or to take property of the Debtors and starting or continuing foreclosure
actions, repossessions or wage deductions. If unauthorized actions are taken against the Debtors,
the Court may penalize the creditor who takes them. A creditor who is considering taking action
against the Debtors or property of the Debtors should review section 362 of the Bankruptcy
Code and may wish to seek legal advice.
MEETING OF CREDITORS: The Debtors’ representative, as specified in Federal Rule of
Bankruptcy Procedure 9001(5), is required to appear at a meeting of creditors on the date and at
the place set forth below for the purpose of being examined under oath. Attendance by creditors
at the meeting is welcomed, but not required. At the meeting, creditors may examine the
Debtors’ representative. The meeting may be continued or adjourned from time to time by notice
at the meeting, without further written notice to creditors.

27
28
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1
DATE, TIME AND LOCATION OF MEETING OF CREDITORS

2
3
4

Date: October 12, 2018
Time: 9:30 a.m.

Location: St. Vincent Hospital
Seton Auditorium
2131 West Third Street
Los Angeles, CA 90057

5
6
7

DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

PROOF OF CLAIM: Schedules of creditors will be filed pursuant to Federal Rule of
Bankruptcy Procedure 1007, and the Debtors will seek an order of the Court establishing
procedures for the filing of proofs of claim. A proof of claim is a signed statement describing a
creditor’s claim. Any creditor holding a scheduled claim that is not listed as disputed, contingent
or unliquidated as to amount may, but is not required to, file a proof of claim in these cases.
Creditors whose claims are not scheduled or whose claims are listed as disputed, contingent or
unliquidated as to amount and who desire to participate in these cases or share in any distribution
must file their proofs of claim. A creditor who desires to rely on the schedules of creditors has
the responsibility for determining that the claim is listed accurately.
A proof of claim may be filed at any time prior to the deadline established by the Court. No
deadline has yet been established in these cases. When a deadline is established, all known
creditors will received notice of the deadline, along with a proof of claim form indicating how
their claim is scheduled and instructions for completing and filing a proof of claim. Proof of
claim forms are also available in the office of the clerk of the court of any bankruptcy court.
Kurtzman Carson Consultants LLC is the claims agent in these cases. The place to request a
proof of claim form from the Claims Agent is 2335 Alaska Avenue, El Segundo, California
90245. You will be notified by separate notice when and where to file a proof of claim.
PLEASE DO NOT FILE OR MAIL ANY PROOFS OF CLAIM OR OTHER
DOCUMENTATION, INCLUDING CORRESPONDENCE CONCERNING A CLAIM,
WITH OR TO ANYONE, INCLUDING THE BANKRUPTCY COURT, THE UNITED
STATES TRUSTEE AND/OR THE UNDERSIGNED COUNSEL, UNTIL YOU ARE
INSTRUCTED WHEN AND WHERE TO FILE A PROOF OF CLAIM
DISCHARGE OF DEBTS: Confirmation of a chapter 11 plan may result in a discharge of debts,
which may include all or part of your claim. See section 1141(d) of the Bankruptcy Code. A
discharge means that you may never try to collect your claim from any of the Debtors, except as
provided in the plan.
NOTICE: You will not receive notice of all documents filed in these cases. All documents filed
with the Court, including schedules of the Debtors’ property and debts, will be available for
inspection at the office of the clerk of the court. Since this case is governed by the Local
Bankruptcy Rules regarding electronic means of filing, signing and verifying documents, the
Court’s docket sheet and documents filed electronically are also accessible at the Court’s Internet
site, www.nysb.uscourts.gov, through an account obtained from Pacer Service Center by dialing
(800) 676-6856 (from the US) or (210) 301-6440 (from outside the US).

27
28

FURTHER INFORMATION: Further information concerning these chapter 11 cases may be
obtained by calling (888) 249-2741 (from the US and Canada) or (310) 751-2605 (from outside
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the US). The Claims Agent will also maintain a website, www.kccllc.net/verityhealth,
specifically for the Debtors’ bankruptcy cases from which anyone may download the claims
register and obtain other relevant information and documents pertaining to the Debtors’ cases at
no extra charge.
LEGAL ADVICE: The staff of the bankruptcy clerk’s office cannot give legal advice. Consult a
lawyer to determine your rights in this case.

5
6

Dated: September 13, 2018
DENTONS US LLP
SAMUEL R. MAIZEL
JOHN A MOE, II
TANIA M. MOYRON

7

DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

8
9

By: /s/Samuel R. Maizel
Samuel R. Maizel

10
11

Proposed Attorneys for
Debtors and Debtors in Possession

12
13
14
15
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1 SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
2 TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
3 NICHOLAS A. KOFFROTH (Bar No. 287854)
nick.koffroth@dentons.com
4 DENTONS US LLP
601 South Figueroa Street, Suite 2500
5 Los Angeles, California 90017-5704
Tel: (213) 623-9300 / Fax: (213) 623-9924
6
Attorneys for the Chapter 11 Debtors and
7 Debtors In Possession
UNITED STATES BANKRUPTCY COURT
8
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
Lead Case No. 2:18-bk-20151-ER

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9
10 In re
11 VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,
12
Debtors and Debtors In Possession.
13
☒ Affects All Debtors
14 ☒ Affects Verity Health System of California,
Inc.
15 ☐ Affects O’Connor Hospital
☐ Affects Saint Louise Regional Hospital
16 ☐ Affects St. Francis Medical Center
☐ Affects St. Vincent Medical Center
17 ☒ Affects Seton Medical Center
☐ Affects O’Connor Hospital Foundation
18 ☐ Affects Saint Louise Regional Hospital
Foundation
19 ☐ Affects St. Francis Medical Center of
Lynwood Foundation
20 ☐ Affects St. Vincent Foundation
☐ Affects St. Vincent Dialysis Center, Inc.
21 ☐ Affects Seton Medical Center Foundation
☐ Affects Verity Business Services
22 ☐ Affects Verity Medical Foundation
☒ Affects Verity Holdings, LLC
23 ☐ Affects De Paul Ventures, LLC
☐ Affects De Paul Ventures - San Jose
Dialysis, LLC
24
25 Debtors and Debtors In Possession.
26
27
28
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PLEASE TAKE NOTICE that, at the above-referenced date, time and location, Verity

2 Health System of California, Inc. (“VHS”) and the above-referenced affiliated debtors, the debtors
3 and debtors in possession (collectively, the “Debtors” or the “Verity Health System”) in the
4 above-captioned chapter 11 bankruptcy cases (the “Cases”), will move (the “Motion”) for the
5 entry of an order: (i) approving a private sale (the “Sale”) of certain assets (the “Purchased
6 Assets”) of Debtors Seton Medical Center (“Seton”), 1 Verity Holdings, LLC (“Holdings”), and
7 VHS (together with Seton and Holdings, the “Sellers”) to AHMC Healthcare Inc. (“AHMC” or
8 the “Buyer”); (ii) approving the asset purchase agreement (the “APA”) and ancillary documents

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 attached to the Motion as Exhibit “A” by and between the Sellers and AHMC; (iii) approving
10 procedures related to the assumption and assignment of the Assigned Contracts and Assigned
11 Leases (as those terms are defined in the Motion, and, collectively, the “Assigned Executory
12 Contracts”), together with the payment of Cure Costs (as such terms are defined in the Motion);
13 (iv) waiving any stay of the effectiveness of such order; and (v) granting such other and further
14 relief as is just and appropriate under the circumstances.
15

PLEASE TAKE FURTHER NOTICE that the Motion is based on this Notice and

16 Motion, the attached Memorandum of Points and Authorities, Declaration of Richard Adcock in
17 Support of Emergency First-Day Motions [Docket No. 8] (the “First-Day Decl.”), the Declaration
18 of James M. Moloney in Support of the Debtors’ Memorandum in Support of Entry of an Order:
19 (A) Authorizing the Sale of Property Free and Clear of All Claims, Liens and Encumbrances; (B)
20 Authorizing the Assumption and Assignment of Designated Executory Contracts and Unexpired
21 Leases; and (C) Granting Related Relief [Docket No. 2220] (the “Prior Moloney Decl.”); the
22 Declarations of Richard Adcock (the “Adcock Decl.”), Peter C. Chadwick (the “Chadwick
23 Decl.”), and James M. Moloney (the “Moloney Decl.”) filed concurrently herewith, any other
24 admissible evidence properly brought before the Court. In addition, the Debtors request that the
25
26

1

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located
at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
27
“Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
28 California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
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1 Court take judicial notice of all documents filed with the Court in the Cases and the public
2 meetings of the County Board of Supervisors of the County of San Mateo.
3

PLEASE TAKE FURTHER NOTICE that, pursuant to Local Bankruptcy Rule 9013-

4 1(f), any party opposing or responding to the Motion must file a response (the “Response”) with
5 the Bankruptcy Court and serve a copy of it upon the moving party and the United States Trustee
6 not later than 14 days before the date designated for the hearing. A Response must be a complete
7 written statement of all reasons in opposition to the Motion or in support, declarations and copies
8 of all evidence on which the responding party intends to rely, and any responding memorandum of

DENTONS US LLP
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9 points and authorities.
10

PLEASE TAKE FURTHER NOTICE that, pursuant to Local Bankruptcy Rule 9013-

11 1(h), the failure to file and serve a timely a Response to the Motion may be deemed by the Court
12 to be consent to the relief requested herein.
13
14

Dated: March 29, 2020

DENTONS US LLP
SAMUEL R. MAIZEL
TANIA M. MOYRON
NICHOLAS A. KOFFROTH

15
16

By

17
18

/s/ Tania M. Moyron
Tania M. Moyron

Attorneys for Verity Health Systems of
California, Inc., et al.

19
20
21
22
23
24
25
26
27
28
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MEMORANDUM OF POINTS AND AUTHORITIES

2

Verity Health System of California, Inc. (“VHS”) and the above-referenced affiliated

3 debtors, the debtors and debtors in possession (collectively, the “Debtors” or the “Verity Health
4 System”) in the above-captioned chapter 11 bankruptcy cases (the “Cases”), hereby move (the
5 “Motion”) for the entry of an order: (i) approving a private sale (the “Sale”) of certain assets (the
6 “Purchased Assets”) of Debtors Seton Medical Center (“Seton”), 2 Verity Holdings, LLC
7 (“Holdings”), and VHS (together with Seton and Holdings, the “Sellers”) to AHMC Healthcare
8 Inc. (“AHMC” or the “Buyer”); (ii) approving the asset purchase agreement (the “APA”) and

DENTONS US LLP
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9 ancillary documents attached hereto as Exhibit “A” by and between the Sellers and AHMC; (iii)
10 approving procedures related to the assumption and assignment of the Assigned Contracts and
11 Assigned Leases (as those terms are defined in the Motion, and, collectively, the “Assigned
12 Executory Contracts”), together with the payment of Cure Costs (as such terms are defined in the
13 Motion); (iv) waiving any stay of the effectiveness of such order; and (v) granting such other and
14 further relief as is just and appropriate under the circumstances. In support of the Motion, the
15 Debtors rely on the Declaration of Richard Adcock in Support of Emergency First-Day Motions
16 [Docket No. 8] (the “First-Day Decl.”), the Declaration of James M. Moloney in Support of the
17 Debtors’ Memorandum in Support of Entry of an Order: (A) Authorizing the Sale of Property Free
18 and Clear of All Claims, Liens and Encumbrances; (B) Authorizing the Assumption and
19 Assignment of Designated Executory Contracts and Unexpired Leases; and (C) Granting Related
20 Relief [Docket No. 2220] (the “Prior Moloney Decl.”); the Declarations of Richard Adcock (the
21 “Adcock Decl.”), Peter C. Chadwick (the “Chadwick Decl.”), and James M. Moloney (the
22 “Moloney Decl.”) filed concurrently herewith, any other admissible evidence properly brought
23 before the Court, and respectfully state as follows:
24
25
2

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
27 “Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
28
26
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I.

2

INTRODUCTION3

3

Desc

The Debtors have successfully negotiated an APA with AHMC that will preserve the Seton

4 Facilities—both the Hospital and the Coastside Campus—as operating hospitals. The APA is the
5 product of exhaustive marketing efforts undertaken by the Debtors and their professionals after the
6 prior sale of the Seton Facilities did not close. As a result of the Debtors’ marketing efforts, the
7 Debtors received one4 qualified offer from AHMC, an experienced hospital operator in California
8 that has had successes revitalizing distressed hospitals. The subsequent negotiations between the

DENTONS US LLP
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(213) 623-9300

9 parties eventually resulted in the APA, which provides that AHMC will pay the Sellers $40
10 million, plus an amount equal to the cure costs for the Purchased Assets, while the Debtors’
11 estates will retain certain accounts receivable generated prior to the closing of the Sale.
12

The continued operation of the Seton Facilities will serve the interests of the communities

13 served by the Debtors, the Debtors’ charitable mission, and the Debtors’ estates, including of
14 employees and trade vendors that will maintain an ongoing relationship with the Seton Facilities.
15 Further, preservation of the Seton Facilities as operating hospitals will be critical to the State of
16 California’s (the “State”) efforts to address the ongoing 2019 coronavirus (“COVID-19”)
17 pandemic and continue to provide other essential health care services to Seton’s communities.
18 Based on the foregoing, the Debtors have determined, in their business judgment, that the Sale to
19 AHMC pursuant to the APA is in the best interests of the Debtors, their estates, creditors,
20 stakeholders, and mission of service to the communities. As such, the Debtors respectfully request
21 that this Court approve the Sale.
22
23

3

Capitalized terms used and not defined in this Introduction have the definitions set forth
24 elsewhere in this Motion.
25

4

As set forth more fully in the Motion, the Debtors received unsolicited offers from Strategic
Global Management, Inc. (“SGM”) and its affiliate. The Debtors, in their business judgment,
26
determined that any offer from SGM or its affiliates exposes their estates to significant and
27 unacceptable risks. Further, as set forth herein, the terms of the offers yielded negative value to
the Debtors’ estates.
28
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II.

2

JURISDICTION AND STATUTORY PREDICATES

3

Desc

The Bankruptcy Court has jurisdiction pursuant to 28 U.S.C. §§ 157 and 1334. This matter

4 is a core proceeding under 28 U.S.C. §§ 157(b)(2). Venue is proper pursuant to 28 U.S.C. §§
5 1408 and 1409.
6

The Debtors the relief requested in this Motion pursuant to §§ 105, 363, and 365 of title 11

7 of the United States Code, 11 U.S.C. §§ 101, et seq. (the “Bankruptcy Code”),5 Rules 2002, 6004,
8 6006, 9007, and 9014 of the Federal Rules of Bankruptcy Procedure (the “Bankruptcy Rules”),

DENTONS US LLP
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9 and Rules 6004-1(b) and 9013-1 of the Local Bankruptcy Rules of the United States Bankruptcy
10 Court for the Central District of California (the “LBR”).
11

III.

12

STATEMENT OF FACTS

13 A.

General Background

14

1.

On August 31, 2018 (the “Petition Date”), the Debtors each filed a voluntary

15 petition for relief under chapter 11 of the Bankruptcy Code in the United States Bankruptcy Court
16 for the Central District of California, Los Angeles Division (the “Bankruptcy Court”). Since the
17 commencement of their Cases, the Debtors have been operating their businesses as debtors in
18 possession pursuant to §§ 1107 and 1108. On September 14, 2018, the Office of the United States
19 Trustee appointed the Official Committee of Unsecured Creditors [Docket No. 197].
20

2.

Debtor VHS, a California nonprofit public benefit corporation, is the sole corporate

21 member of five Debtor California nonprofit public benefit corporations that operated O’Connor
22 Hospital, Saint Louise Regional Hospital, and St. Vincent Medical Center, and currently operates
23 St. Francis Medical Center, the Coastside Campus and the Hospital (the subject of this Motion).
24

3.

As of the Petition Date, the Verity Health System operated as a nonprofit

25 healthcare system in the State of California, with approximately 1,680 inpatient beds, six active
26 emergency rooms, a trauma center, eleven medical office buildings, and a host of medical
27
28
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1 specialties, including tertiary and quaternary care. See First-Day Decl. at ¶ 12. The scope of the
2 services provided by the Verity Health System is exemplified by the fact that in 2017, the system
3 hospitals provided medical services to over 50,000 inpatients and approximately 480,000
4 outpatients. Id. The Verity Health System was originally established by the Daughters of Charity
5 of St. Vincent de Paul, Province of the West, to support the mission of the Catholic Church
6 through a commitment to the sick and poor. Id.
7

4.

Seton was originally founded as Mary’s Help Hospital by the Daughters of Charity

8 of St. Vincent De Paul in 1893. See id. at ¶ 39. The original facility was destroyed in the San

DENTONS US LLP
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9 Francisco Earthquake of 1906, and by 1912, Mary’s Help Hospital reopened a new facility in San
10 Francisco. Id. In 1965, the Hospital was moved to its current location at 1900 Sullivan Avenue,
11 Daly City, California. Id. The Hospital was renamed Seton Medical Center in 1983, and serves
12 residents from San Francisco and San Mateo areas. Id. Seton owns the real property constituting
13 the Daly City Campus, including the Hospital, an employee parking lot, and other facilities
14 thereon. Id. at ¶ 27. Seton is exempt from federal income taxation as an organization described in
15 § 501(c)(3) of the Internal Revenue Code of 1986. Id. at ¶ 21.
16

5.

In addition to the Hospital, Seton operates a second campus, the Coastside Campus,

17 located at 600 Marine Boulevard, Moss Beach, California 94038. The Coastside Campus was
18 founded as Moss Beach Rehabilitation Hospital in 1970. Id. at ¶ 40. In 1980, the City of Half
19 Moon Bay acquired ownership of the hospital and signed an agreement for Daughters of Charity
20 to manage operations of the hospital and rename it St. Catherine’s Hospital. Id. In 1993, St.
21 Catherine’s Hospital became Seton Medical Center Coastside as it became integrated with the
22 Hospital. Id.
23

6.

The Hospital and the Coastside Campus operate under one consolidated acute care

24 license, issued by the State of California Department of Public Health (“CDPH”) with effective
25 date of January 1, 2020. Seton has a single board of directors (the “Seton Board”), executive
26
27

{continued from previous page}
5
All references to “§” are to sections of the Bankruptcy Code.

28
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1 leadership team, human resources and charity care policies, and union collective bargaining
2 agreements. Id. at ¶¶ 11, 39, 40.
3

7.

The Hospital is currently licensed for 357 beds, comprising 250 general acute care

4 beds, 83 skilled nursing beds, and 24 acute psychiatric beds (two of which have been placed in
5 suspense). See Adcock Decl., at ¶ 6. Of the 250 general acute care beds, 18 are designated for
6 perinatal services (in suspense),6 14 for coronary care, 14 for intensive care, three for intensive
7 care newborn nursery (in suspense), with the remaining 201 beds unspecified general acute care
8 beds. Id. Seton has an emergency department with 11 rooms with 18 beds; and four surgical

DENTONS US LLP
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9 suites constituting an ambulatory surgical center. Id. It also has 10 surgical operating rooms
10 (eight of which are active), and three cardiac catheterization labs (one of which is dedicated for
11 endoscopic retrograde cholangiopancreatography (ERCP) used by specialist gastroenterologists).
12 Id.
13

8.

As of the date of this Motion, the Hospital employs approximately 1172

14 employees, of which 411 are full time, 432 are part time, and 329 are per diem. See Adcock Decl.,
15 at ¶ 7. The Hospital’s employees are represented by four unions with the respective contractual
16 obligations: (i) NUHW (Non-Nursing Service Employees); (ii) CNA (Nurses); (iii) Local 20
17 (Clinical Laboratory Scientists); and (iv) Local 39 (Stationary and Bio-medical Engineers). See
18 First-Day Decl., at ¶ 60.
19

9.

The Hospital is a jointly “obligated” party with its affiliates on approximately

20 $461.4 million of outstanding secured debt consisting of: (a) $259.4 million outstanding tax
21 exempt revenue bonds, Series 2005 A, G and H issued by the California Statewide Communities
22 Development Authority (the “2005 Bonds”), which loaned the bond proceeds to certain Debtors to
23 provide funds for capital improvements and to refinance certain tax exempt bonds previously
24 issued in 2001 by the Daughters of Charity Health System; and (b) $202.0 million outstanding tax
25
6

The 2020 License fails to reflect that these perinatal beds are in suspense. Seton believes this
was an inadvertent oversight. By letter dated January 30, 2020, it has requested that CDPH update
27 its license to correct this and other errors, including errors related to three NICU beds, two
psychiatric beds and its Outpatient Joint Replacement Clinic.
28
26
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1 exempt revenue notes, Series 2015 A, B, C, and D and Series 2017 issued by the California Public
2 Finance Authority. Id. at ¶ 121.
3

10.

In May 2017, the California Statewide Communities Development Authority (the

4 “CSCDA”) issued $20 million of limited obligation tax exempt bonds, pursuant to the
5 CaliforniaFIRST Clean Fund Program in five series, all with the same maturity date of September
6 2, 2047 (the “Clean Fund Bonds”), as the conduit issuer for the benefit and obligation of Seton.
7 Id. at ¶ 124. The purpose of the bond funding was to assist with clean energy and seismic
8 construction efforts of Seton and are secured by Seton’s voluntary agreement to special tax
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9 assessments by Daly City, California. Id. No other Debtor is liable for repayment of the Clean
10 Fund Bonds. Id. Interest on the Clean Fund Bonds accrues at 6.4%. Id. The special assessment
11 runs for a period which is the shorter of 30 years or the early full defeasement of the Clean Fund
12 Bonds. Id.
13

11.

In September 2017, the CSCDA issued an additional $20 million of limited

14 obligation tax exempt bonds in a single series, also pursuant to the CaliforniaFIRST program, and
15 also for the purpose of assisting with clean energy and seismic improvement construction at the
16 Hospital (“NR2 Petros Bonds”). Id. at ¶ 125. The NR2 Petros Bonds also mature on September 2,
17 2047 but carry an interest rate of 6.45%. Id. The NR2 Petros Bonds also are secured by a special
18 Daly City tax assessment on Seton property. Id. No other Debtor is liable for repayment of the
19 NR2 Petros Bonds. Id. The special assessment runs for a period which is the shorter of 30 years
20 or the early full defeasement of the NR2 Petros Bonds. Id.
21

12.

The Hospital has consistently lost money for many years due to, among other

22 things, unfavorable payor contracts, rising costs of providing health care, high pension obligations
23 and certain requirements imposed on the Hospital by the California Attorney General. See id. at
24 ¶¶ 95, 99.
25

13.

On the Petition Date, the Hospital accounted for approximately 29% of the

26 operating losses of the entire Verity Health System although the Hospital accounted for
27 approximately only 17% of the net patient revenue. See Chadwick Decl., at ¶ 5. Since the
28 Petition Date, the Hospital’s share of the system operating losses has required the Debtors’ estates
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1 to fund approximately $5 million of working capital per month, including corporate overhead
2 allocations. Id. at ¶ 6. The Debtors project continuing operating losses at the Hospital. Id. Based
3 on Seton’s performance, the Debtors concluded that a sale to a buyer with experience revitalizing
4 distressed hospitals offered the best alternative to maintain the Seton Facilities as operating
5 hospitals.
6 B.

Marketing and Sale Efforts

7

a.

Prepetition Sale Efforts

8

14.

Prior to the Petition Date, the Debtors engaged in substantial efforts to market and
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9 solicit interest in their assets, including the five hospitals and related assets (collectively, the
10 “Assets”). See Prior Moloney Decl. at ¶ 4. In June 2018, Debtors engaged Cain Brothers, a
11 division of KeyBanc Capital Markets (“Cain”), to assist in identifying potential buyers of some or
12 all of the Assets and commenced discussions with those potential Buyers. Id. Cain prepared a
13 Confidential Investment Memorandum and organized an online data site to share information with
14 potential buyers and contacted strategic and financial buyers beginning in July 2018. Id. In this
15 initial marketing process, Cain contacted more than 100 potential partners to evaluate their interest
16 in exploring a transaction involving some or all of the Assets. Id. By August 2018, as a result of
17 its ongoing and broad marketing process, Cain had received 11 “Indications of Interest” from
18 potential buyers of some or all of the Assets. Id.
19

b.

DIP Facility

20

15.

At the commencement of the Cases, the Debtors obtained court approval for a DIP

21 financing facility with up to $185 million of availability from Ally Bank subject to a borrowing
22 base (the “DIP Facility”). See Docket No. 409. The DIP Facility was secured by substantially all
23 of the Debtors’ assets and also provided for super priority administrative priority status for all
24 obligations under the facility. Id. The DIP Facility enabled Debtors to operate the system
25 hospitals while they continued their efforts to find a purchaser for their assets and to reach
26 agreements with key constituents. On September 6, 2019, the Debtors received authority to pay
27 off the DIP Facility and continue funding operations through the consensual use of cash collateral
28 [Docket No. 3022].
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1

c.

Postpetition Sale Efforts

2

16.

Postpetition, Cain continued to work with potential buyers for some or all of the

3 Assets. See Prior Moloney Decl., at ¶ 5. Based on these discussions, the Debtors determined that
4 seeking a buyer for the Assets in Santa Clara and a separate buyer for the other Assets would most
5 likely yield higher net proceeds for the Debtors’ estates. Id. As a result, the sale of the Santa
6 Clara Assets to Santa Clara County was approved by the Court on December 27, 2018 [Docket
7 No. 1153].
8

17.

Thereafter, Cain focused on marketing the Debtors’ remaining Assets, including
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9 the Hospital. See Prior Moloney Decl., at ¶ 6. As a part of this process, Cain contacted more 189
10 potential parties to evaluate potential stalking horse bidders for some or all of the Debtors’
11 remaining Assets of which 92 had executed an NDA and 18 submitted written proposals. Id.
12 Subsequent to receiving access to the virtual data room and being offered additional information
13 via conference calls and site visits, many of the potential purchasers indicated that they were not
14 interested in being the stalking horse bidder. Id. During November and December 2018, the
15 Debtors and their advisors had substantial discussions with those potential buyers remaining,
16 during which Prime Healthcare and SGM emerged as the leading potential candidates to be
17 selected as the stalking horse bidder for the Debtors’ remaining Assets. Id.
18

d.

The First Sale Process

19

18.

After extensive negotiations with both parties and careful review of the proposed

20 transactions by the Debtor and its advisors, the Debtors selected SGM as the stalking horse bidder
21 (the “Stalking Horse Bidder”) for the Debtors’ remaining Assets. Id. at ¶ 7. On February 19,
22 2019, the Court held a hearing on the Sale and Bidding Procedures Motion and thereafter entered
23 an order approving the Sale and Bidding Procedures Motion [Docket No. 1572] (the “Bidding
24 Procedures Order”). SGM served as the Stalking Horse Bidder under the terms of the Bidding
25 Procedures Order. The Bidding Procedures Order also approved that certain asset purchase
26 agreement [Docket No. 2305-1] (the “SGM APA”) as modified therein.
27

19.

Cain sent the approved bidding procedures to the 90 parties with whom the Debtor

28 had previously executed NDAs and included the timetable for the sale of the Debtors’ remaining
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1 Assets. See Prior Moloney Decl., at ¶ 8. Cain also requested that each party confirm that each
2 party continued access to the data room and were interested in continuing to evaluate the purchase
3 of some or all of the Debtors’ remaining assets. Id. Nineteen of those parties confirmed that they
4 were still evaluating the transaction and requested continued access to the data room. Id.
5

20.

Cain facilitated due diligence by potential buyers, including arranging site visits,

6 organizing calls with the Debtors’ leadership team and facilitated follow-up from the Debtors and
7 their advisors to address diligence requests. Id. at ¶ 9. Of these nineteen interested parties, certain
8 parties evaluated acquiring all the Debtors’ remaining Assets, others evaluated acquiring
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9 individual hospitals, and others were real estate companies that evaluated purchasing Seton to
10 convert its campus to non-hospital uses. Id.
11

21.

At the end of the marketing period, two parties submitted Qualified Bids (as

12 defined in the Bidding Procedures Order), one for St. Vincent Medical Center and one for St.
13 Francis Medical Center, one party submitted a non-Qualified Bid for St. Francis Medical Center
14 and one party submitted a non-Qualified Bid for all of the assets. Id. at ¶ 10. No Qualified Full
15 Bid (as defined in the Bidding Procedures Order) was received; neither was any Qualified Bid
16 received for the Hospital. See Docket No. 2053.
17

22.

Accordingly, under the terms of the SGM APA and the Bidding Procedures Order,

18 no auction was held and the Debtors declared SGM as the “winning bidder” of the hospitals.
19 Docket No. 2053, at 2. On May 2, 2019, the Bankruptcy Court entered the Order (A) Authorizing
20 the Sale of Certain of the Debtors’ Assets to Strategic Global Management, Inc. Free and Clear of
21 Liens, Claims, Encumbrances, and Other Interests; (B) Approving the Assumption and Assignment
22 of an Unexpired Lease Related Thereto; and (C) Granting Related Relief [Docket No. 2306] (the
23 “Sale Order”), approving the sale to SGM (the “SGM Sale”). Pursuant to the SGM APA, SGM
24 agreed to continue to operate the Hospital as well as the Debtors’ other three hospitals.
25

23.

SGM did not close the sale by December 27, 2019 and the Debtors then terminated

26 the SGM APA.
27
28
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1

e.

Marketing Process 2020

2

24.

Following the failure of the SGM Sale, Cain commenced a new marketing process

3 to identify parties interested in acquiring the Seton Facilities. See Moloney Decl., at ¶ 5. Cain
4 contacted select parties that had previously expressed interest in the Hospital and the Coastside
5 Campus.

Id.

In addition, Cain updated the Seton Facilities Confidential Information

6 Memorandum (CIM), which it posted to the data room on December 30, 2019. Id.
7

25.

On January 10, 2020, two bidders submitted non-binding Indications of Interest

8 (“IOI”) to acquire the Seton Facilities as operating facilities. Id. at ¶ 6. One of the bidders
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9 submitted an IOI but, ultimately, the bidder decided not to move forward with its bid. Id.
10

26.

The remaining bidder, AHMC, entered into substantive negotiations with the

11 Debtors, which ultimately resulted in the APA.
12

f.

The AHMC APA

13

27.

The AHMC APA contemplates the sale of the Purchased Assets to AHMC 7 on the

14 following material terms:8
15



AHMC will pay $40 million (the “Cash Consideration”), plus an amount equal to
cure costs for the Purchased Assets, less amounts creditable to certain hired
employees on account of paid time off. See Ex. A (APA § 1.1).



AHMC will provide a good faith deposit of 20% of the Cash Consideration that,
except for certain limited circumstances set forth in the APA, will be nonrefundable. See id. (APA § 1.2).



AHMC will not assume any liabilities of the Sellers, and, instead, will perform and
satisfy certain transferred obligations such as those under any Assigned Executory
Contracts. See id. (APA § 1.9).



AHMC will designate the contracts and leases subject to assumption and
assignment not later than 30 days prior to the closing date; however, AHMC will
reserve the right to designate additional contracts or leases up to 14 days before

16
17
18
19
20
21
22
23
24

7
AHMC may assign its rights and obligations under the APA to its designated affiliates or
25 assignees as permitted by the APA.

26

8

Any summary of the terms of the APA contained in this Motion is qualified in its entirety by
reference
to the provisions of the APA. In the event of any inconsistencies between the provisions
27
of the APA and any summaries set forth herein, the terms of the APA shall govern.
28
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4



The Sellers will pay cure costs to counterparties of Assigned Executory Contracts
from the purchase price. See id. (APA § 5.8).



The Sellers will retain all accounts receivable generated or allocable to patient
services prior to closing, excluding certain post-closing receipts of Measure B
trauma funding, California QAF Program payments and disproportionate share
funding. See id. (APA § 1.8(g)).



The closing of the Sale will take place no later than five business days following
the satisfaction or waiver of all conditions to closing set forth in the APA. See id.
(APA § 1.3).



Among the conditions to closing are: (i) entry of an order approving the Sale with a
finding that AHMC is a good faith purchaser pursuant to § 363(m), see id. (APA §
8.1); (ii) approval of settlement agreements authorizing the transfer of Seton’s
Medi-Cal and Medicare provider agreements to AHMC, see id. (APA § 8.6); and
(iii) (a) imposition of conditions by the Attorney General that are substantially
consistent with the conditions set forth in Schedule 8.5 to the APA, or (b) entry of
an order finding that any additional conditions are an “interest in property” for
purposes of § 363(f) and that the Purchased Assets can be sold free and clear of any
such additional conditions, see id. (APA § 8.5). With respect to the Attorney
General closing condition, the condition is satisfied if the Debtors obtain an
unstayed Court order authorizing the Sale free and clear of any additional
conditions within 30 days from the Attorney General’s imposition of such
additional conditions. See id.



The APA may be terminated by either party if, among other things, (a) a Sale Order
is not entered by August 1, 2020, see id. (APA § 9.1(f)), or (b) if a closing has not
occurred by September 1, 2020, see id. (APA § 9.1(g)).



Upon the closing, and given certain regulatory approval processes applicable to the
Sale, the Purchased Assets will be sold to AHMC and immediately leased back to
the Sellers pursuant to an leaseback agreement with a concurrent management
arrangement until such time as AHMC obtains an effective general acute care
hospital license and hospital pharmacy permit. See id. (APA § 1.3, Exs. 1.3(a) &
1.3(b)).

28.

Importantly, AHMC is aware of the Agreement with the State of California in

5
6
7
8
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11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
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closing and the Sellers reserve the absolute right to remove contracts and leases
from such designation to preserve avoidance claims. See id. (APA § 1.11(a)).

1

3
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Response to the COVID-19 Healthcare Emergency to Provide Certain Healthcare Services at
Seton Medical Center approved by this Court on March 20, 2020 [Docket No. 4315] (the
“Services Agreement”).

AHMC intends to cooperate with the State in order to achieve an

28
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1 assignment of the Services Agreement in accordance with Clause 1.1 of the Additional Provisions
2 Addendum contained in the Service Agreement..
3

29.

Additionally, the continued operation of the Seton Facilities will serve the interests

4 of the communities served by the Debtors, the Debtors’ charitable mission, and the Debtors’
5 estates, including of employees and trade vendors that will maintain an ongoing relationship with
6 the Seton Facilities. The Board of Supervisors for the County of San Mateo (the “Board of
7 Supervisors”) held emergency meetings concerning the status of Seton on March 4, March 6, and
8 March 10. Community members gave hours of comment in unequivocal support of efforts to

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 maintain the Seton Facilities as operating hospitals. 9 As a result of the meetings, on March 10,
10 2020, the Board of Supervisors voted to provide $20 million in seismic assistance funding for a
11 purchaser of the Seton Facilities as operating hospitals. See San Mateo Cty. Bd. of Supervisors,
12 Special Meeting of the Board of Supervisors, County of San Mateo (Mar. 10, 2020),
13 https://sanmateocounty.legistar.com/MeetingDetail.aspx?ID=769850&GUID=9918C61F-BD9A14 47FB-8DE4-FB1CC1803142&Options=&Search=.
15

30.

The Debtors have exchanged communications with the California Attorney General

16 (the “Attorney General”) to request expedited review of the proposed AHMC Sale, including in
17 connection with the negotiation of the Services Agreement. Although the Attorney General has
18 not offered any commitments, the Debtors will continue to urge the Attorney General to review
19 and approve the Sale expeditiously to limit delay, uncertainty and further cash losses associated
20 with that process.
21
22
23
9

See San Mateo Cty. Bd. of Supervisors, San Mateo County Meeting on Seton Medical Center,
YOUTUBE, (Mar. 4, 2020), https://www.youtube.com/watch?v=jkB4M_h1Mt8; San Mateo Cty.
25 Bd. of Supervisors, San Mateo County Meeting on Seton Medical Center, YOUTUBE (Mar. 6,
2020), https://www.youtube.com/watch?v=ssxtyBZfyP0; San Mateo Cty. Bd. of Supervisors,
26
Special Meeting of the Board of Supervisors, COUNTY OF SAN MATEO (Mar. 10, 2020),
27 https://sanmateocounty.legistar.com/MeetingDetail.aspx?ID=769850&GUID=
9918C61F-BD9A-47FB-8DE4-FB1CC1803142&Options=&Search=.
28
24
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1

g.

The SGM and GMC Seton Offers

2

31.

On February 13, 2020, SGM submitted an unsolicited “Offer to Purchase” (the

3 “SGM Seton Offer”). The SGM Seton Offer proposed the acquisition of the Seton Facilities for
4 “Sixty Million Dollars ($60,000,000.00) cash at Closing.” See Adcock Decl., Ex. 1. The SGM
5 Seton Offer was subject to certain closing conditions, including transfer of Seton’s Medi-Cal and
6 Medicare provider agreements free and clear of successor liability and California Attorney
7 General approval, and provides for a seven-day due diligence period. See id.
8

32.

On February 25, 2020, SGM submitted an unsolicited “Offer to Purchase” (the
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9 “SGM System Offer”) the “four properties that are the subject of the Verity-SGM APA.” See id.
10 The SGM System Offer requested that the Debtors “give our proposal serious consideration” and
11 provide input on the Debtors’ intention to, among other things, “[q]ualify SGM as a bidder for St.
12 Francis.” Id.
13

33.

On March 6, 2020, an entity named “Global Medical Center San Mateo County,

14 LLC, wholly owned by Dr. Kali P. Chaudhuri”10 (“GMC”) submitted an unsolicited “Offer to
15 Purchase Seton Assets” (the “GMC Seton Offer”). See id. The GMC Seton Offer proposes the
16 acquisition of the Seton Facilities for “Fifty Million Dollars ($50,000,000.00) cash at Closing”—
17 $10 million less than the $60 million SGM Seton Offer. See id. The GMC Seton Offer is subject
18 to certain closing conditions, including transfer of Seton’s Medi-Cal and Medicare provider
19 agreements free and clear of successor liability and California Attorney General approval, and
20 provides for a seven-day due diligence period.

See id. The GMC Seton Offer purports to

21 withdraw the SGM Seton Offer on behalf of SGM. See id.
22

34.

SGM and GMC have repeatedly set forth their intention to bid on the Purchased

23 Assets. On March 16, 2020, SGM filed its Strategic Global Management, Inc.’s Reply Brief Re:
24 “Order Setting Briefing Schedule To Determine Whether Strategic Global Management Should Be
25 Disqualified From Participating In The Auction” [Docket No. 4278] wherein SGM argued that,
26
27

10

In an irony not lost on the Debtors, KPC Global Medical Center San Mateo County, LLC was
the Seton acquisition entity originally formed for the failed SGM Sale.

28
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1 although the “sale of Seton [was] not presently before the court [sic]” it should be allowed to bid
2 on the Seton assets. Id., at 2, lines 20-24. On March 25, 2020, GMC filed a Notice of Intent to
3 Bid on Seton Assets and Request for Opportunity to Bid [Docket No. 4347] (the “GMC Notice”).
4 GMC did not set the GMC Notice for hearing or make any affirmative request for relief. See
5 GMC Notice at 2 (recognizing that “the issue of how or when a Seton sale will be conducted is not
6 currently before the Court”).

Nevertheless, GMC restated its intention to bid on the Seton

7 Facilities and suggested that it would challenge any sale process in which it is precluded from
8 bidding. See id.
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9

35.

The Debtors determined that the GMC Seton Offer (or any other bid from SGM, its

10 insiders, or affiliates) is subject to significant and unacceptable risks given the Debtors’ history
11 and course of dealing with SGM and related parties over the period of nearly one year in
12 connection with the SGM Sale. See Adcock Decl. at ¶ 11; see also Docket No. 3784 (authorizing
13 the Debtors to undertake an alternative disposition of the Seton Facilities following the SGM
14 Sale). The Debtors also considered this issue in connection with SGM’s request for access to the
15 virtual data room related to St. Francis Medical Center, which the Debtors declined to permit. See
16 Adcock Decl. at ¶ 12 (declining request and explaining that “[a]fter my course of dealing with
17 KPC, it is clear to me that entering into a new process with KPC would be an irresponsible
18 decision and proposes, among other things, significant risks and harm to these estates”). In
19 addition, the Debtors are in litigation with SGM concerning its conduct related to the SGM Sale
20 (the “Adversary Proceeding”). See Adv. Case No. 2:20-ap-01001-ER, Adv. Docket No. 1. In a
21 short timeframe, SGM has filed four appeals of orders entered in these Cases, a motion to
22 withdraw the reference of the Adversary Proceeding to the District Court, and a motion to stay the
23 Adversary Proceeding. See Docket Nos. 3726, 3727, 3746; Adv. Docket No. 50.
24

36.

Additionally, the “offers” reflect that even now SGM (and its affiliate, GMC) is not

25 prepared to close a transaction. The offers each contain a 7 day due diligence period (after more
26 than a year of allegedly conducting due diligence on the Purchased Assets) and multiple
27 conditions to closing. See id. at. Ex. 1. The proposed conditions include undefined “customary
28 closing conditions,” which would likely result in extensive negotiations. See id. Negotiations
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1 with SGM and its principals in connection with the SGM Sale were difficult and time consuming.
2 See id. at ¶ 16. Additionally, GMC proposes to use the same form of agreement that gave rise to
3 the morass of business disputes and appeals regarding Attorney General conditions, material
4 adverse changes and closing requirements. See id. at Ex. 1 (“The previous purchase agreement
5 between Verity and SGM dated January 8, 2019, shall serve as a model for a Definitive
6 Agreement, appropriately tailored to refer only to the Seton Assets.”).
7

37.

GMC suggests that it could close a transaction more quickly than alternative

8 bidders because, among other things, “the Attorney General’s conditions to the approval of the
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9 sale to SGM, Buyer’s affiliate, pertaining to Seton, are acceptable to Buyer.” See id. at Ex. 1.
10 However, GMC fails to point out that those approvals were only in connection with the SGM Sale.
11 See Docket No. 3611 (approving sale free and clear of certain additional conditions “[s]olely and
12 exclusively for purposes of the [SGM] APA”). The Debtors only obtained those approvals only
13 after a hard-fought legal battle that compelled the Attorney General to stipulate to entry of an
14 order agreeing to the conditions insisted upon by SGM, only to see SGM appeal that order.
15 Moreover, SGM is well aware that because this transaction is materially different from the
16 transaction previously approved by the Attorney General, a new review is required by California
17 statute. See CAL. CORP. CODE § 5914(a)(1) (requiring notice and review “prior to entering into
18 any agreement or transaction” covered by the statute).
19

38.

Based on the foregoing, when the Debtors valued the SGM Seton Offer and the

20 GMC Seton Offer, the Debtors determined that they yielded negative value given the risk that
21 SGM, or its affiliate GMC, will not close (again), the operating losses that would be incurred
22 during the regulatory review and approval of the sale, and the risk of a tax remediation issue
23 arising from the assumption of liabilities. See Chadwick Decl. at ¶ 6.
24
25
26
27
28
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IV.

2

ARGUMENT

Desc

3 A.

This Court Has Authority Pursuant to §§ 363(b)(1) and 105(a) to Grant the Relief

4

Requested.

5

“The trustee, after notice and a hearing, may use, sell, or lease, other than in the ordinary

6 course of business, property of the estate.” 11 U.S.C. § 363. Although sales may be conducted
7 through an auction, that is not required. Rather, “[a]ll sales not in the ordinary course of business
8 may be by private sale or by public auction.” FED. R. BANKR. P. 6004(f)(1) (emphasis added); see
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9 also Krebs Chrysler-Plymouth, Inc. v. Valley Motors, Inc., 141 F.3d 490, 498 (3d Cir. 1998); In re
10 Trans World Airlines, Inc., No. 01-00056 (PJW), 2001 WL 1820326, at *4

(Bankr. D. Del.

11 Apr. 2, 2001) (“[I]t is worth noting that a § 363(b) sale transaction does not require an auction
12 procedure.

The auction procedure has developed over the years as an effective means for

13 producing an arm’s length fair value transaction.”). As set forth in In re Nepsco, Inc., 36 B.R. 25,
14 26-27 (Bankr. D. Me. 1983):
15
16
17
18
19
20
21

[C]urrent Bankruptcy Rule [6004(f)(1)] provides that all sales not in
the ordinary course of business may be private or by public auction.
If the sale is private, all creditors receive notice of the terms and
conditions of the sale and the time fixed for filing objections. [] If
no objections are filed, the trustee may proceed with the sale without
either a hearing or a court order. [] Clearly, the thrust of this
statutory scheme is to provide maximum flexibility to the trustee,
subject to the oversight of those for whose benefit he acts, i.e., the
creditors of the estate. This scheme also promotes Congress’ intent
of keeping bankruptcy judges out of the administrative aspect of
bankruptcy cases . . . .
As a general proposition, “[t]he proper standard for determining in the first instance if a

22 proposed sale should be ordered is whether such sale is in the best interest of the estate.” In re
23 Planned Sys., 82 B.R. 919, 923 n.2 (Bankr. S.D. Ohio 1988).
24

In reviewing the proposed sale, the Court should apply a “business judgment” standard

25 whereby the Debtors are required to show “there is a sound business purpose for conducting the
26 sale prior to confirmation of a plan.” In re Del. & Hudson Ry. Co., 124 B.R. 169, 175-76 (D. Del.
27 1991); see, also, In re MF Global, Inc., 535 B.R. 596, 605 (Bankr. S.D.N.Y. 2015) (“A trustee
28 generally satisfies the business judgment standard if he ‘acted on an informed basis, in good faith
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1 and in the honest belief that the action taken was in the best interests of the company.’”) (quoting
2 In re Integrated Res., Inc., 147 B.R. 650, 656 (Bankr. S.D.N.Y. 1992)); In re Abbots Dairies of
3 Pa., Inc., 788 F.2d 143 (3d Cir. 1986).
4

Under the “sound business purpose” test, the Bankruptcy Court for the District of

5 Delaware has looked at the following factors: “the proportionate value of the asset to the estate as
6 a whole; the amount of elapsed time since the filing; the likelihood that a plan of reorganization
7 will be proposed and confirmed in the near future, the effect of the proposed disposition of the
8 future plan of reorganization; the amount of proceeds to be obtained from the sale versus
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9 appraised values of the property; and whether the asset is decreasing or increasing in value.” Del.
10 & Hudson Ry. Co., 124 B.R. at 176. “Once a court is satisfied that there is a sound business
11 reason or an emergency justifying the pre-confirmation sale, the court must also determine that the
12 trustee has provided the interested parties with adequate and reasonable notice, that the sale price
13 is fair and reasonable and that the purchaser is proceeding in good faith.” Id.
14

The bankruptcy court in In re Del. & Hudson Ry. Co., 124 B.R. 169 (D. Del. 1991),

15 addressed whether a proposed sale of the assets of a railroad was in the sound business judgment
16 of the debtor. The court also noted the following factors weighing in favor of finding that the
17 assets had been sold for a fair and reasonable purchase price: “the extensive solicitation of bids by
18 the Trustee; the negotiations with several prospective purchasers; and the Trustee’s testimony that
19 the [buyer’s] offer was the best offer for [the debtor’s] assets.” Id. at 179; see, also, In re Distrib.
20 Energy Sys. Corp., No. 08-11101 (KG), 2008 WL 8153631, at *1 (Bankr. D. Del. Aug. 20, 2008)
21 (finding without elaboration that a private sale of debtors’ assets was “in the best interests of the
22 Debtors, their estates and creditors and all other parties in interest”).
23

In In re MF Global, Inc., 535 B.R. 596 (Bankr. S.D.N.Y. 2015), the bankruptcy court

24 approved a private sale of assets under the business judgment standard where only a single
25 purchaser expressed interest in purchasing the assets and it was familiar with the rights which it
26 would be assigned. Id. at 606. The trustee also demonstrated, among other things, that the
27 interested parties received adequate and reasonable notice and both parties to the sale proceeded in
28 good faith.

Consequently, the court found that the trustee and debtor had presented
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1 “uncontroverted evidence” that the private sale “reflects the appropriate exercise of their sound
2 business judgment” where the agreement was negotiated extensively, no party objected to the
3 proposed sale, and there was no dispute about the adequacy of the consideration.
4

Under the foregoing factors, the Debtors have satisfied the “sound business judgment”

5 standard in determining that the AHMC APA is in the best interests of the Debtors, their estates,
6 and stakeholders:
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7



The Debtors will receive $40 million, plus an amount equal to cure costs, that will

8

offer substantial recovery to the Debtors’ estates and preserve ongoing employee

9

and trade vendor relationships at the Seton Facilities.

10



The Debtors will retain all accounts receivable generated or allocable to patient

11

services prior to closing, excluding certain post-closing receipts of Measure B

12

trauma funding, California QAF Program payments and disproportionate share

13

funding.

14



15
16

Nineteen months have elapsed since the Debtors filed the Cases, during which the
Debtors have engaged in two thorough marketing efforts for the Seton Facilities.



The Debtors anticipate that the Committee, the Debtors’ Prepetition Secured

17

Creditors, the State, and the Board of Supervisors support a sale of the Seton

18

Facilities as operating hospitals.

19



The sale of the Seton Facilities will serve the Debtors’ charitable mission by

20

transferring the Seton Facilities to a proven operator of hospitals with a positive

21

record of rehabilitating hospitals.

22



23
24

AHMC is committed to addressing the COVID-19 health care emergency by
continuing to partner with the State after a close of the Sale.



The “all cash” structure of the transaction minimizes the risk of remediation claims

25

arising from the Debtors’ potential failure to defease the tax exempt financing

26

supporting the Seton Medical Center improvements.

27



AHMC has shown the financial ability to close this transaction.

28
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1 Accordingly, the proposed Sale is in the best interests of the Debtors, their estates, and
2 stakeholders.
3

The Purchased Assets will be sold for a “fair and reasonable purchase price.” The Debtors

4 engaged in two thorough marketing processes for the Purchased Assets—one that resulted in the
5 SGM APA and the most recent efforts resulting in the AHMC APA. SGM did not close the SGM
6 Sale, and, in connection with the instant Sale process, AHMC was the only bidder (other than
7 SGM and GMC) that submitted a bid for the Purchased Assets as operating hospitals. See Del. &
8 Hudson Ry. Co., 124 B.R. at 179 (holding a sale is for a “fair and reasonable purchase price” if the
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9 evidence demonstrates “the extensive solicitation of bids by the Trustee; the negotiations with
10 several prospective purchasers; and . . . testimony that the . . . offer was the best offer for [the]
11 assets”). In light of the thorough review of offers and alternatives, the Debtors, in consultation
12 with the Committee and the Prepetition Secured Creditors, have concluded that the AHMC Sale
13 will maximize value for the Debtors’ estates.
14 B.

The Debtors Have Chosen The Highest and Best Offer For The Purchased Assets.

15

a.

16
17

The Debtors Exercised Their Sound Business Judgment in Selecting the
AHMC Bid.

The Seton Board’s, the VHS board of directors’ (the “VHS Board” and, together with the

18 Seton Board, the “Boards”), and the Debtors’ “management of the procedural details surrounding
19 bidding and sale are ‘ultimately a matter of discretion that depends upon the dynamics of the
20 particular situation.’” In re Nuttery Farm, Inc., 467 F. App’x 711, 712 (9th Cir. 2012). Therefore,
21 the Debtors are “entitled to exercise their ‘business judgment’ in deciding which bid to accept, and
22 this business judgment is entitled to ‘great judicial deference.’” In re Bakalis, 220 B.R. 525, 532
23 (Bankr. E.D.N.Y. 1998).

Based on the facts discussed above, the Debtors and the Boards

24 determined that the SGM Seton Offer and GMC Seton Offer were not better bids than the AHMC
25 bid because, among other things, SGM (and its affiliate, GMC) were unlikely to close the
26 transaction, and, therefore, unlikely to continue Seton’s long history of providing care to the
27 community and fulfilling the Debtors’ charitable mission. See Adcock Decl. ¶ 15; see also In re
28 United Healthcare System, Inc., 1997 WL 176574, at *5 (D.N.J. Mar. 26, 1997) (“The officers and
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1 directors of a nonprofit organization are charged with the fiduciary obligation to act in furtherance
2 of the organization’s charitable mission.”).11
3

Even if SGM or GMC superficially offered greater monetary value, courts have noted that

4 “while a debtor has a duty to ‘maximize the return to a bankruptcy estate,’ which ‘often does
5 require [the] recommendation of the highest monetary bid, overemphasis of this usual outcome
6 overlooks a fundamental truism, i.e., a ‘highest’ bid is not always the ‘highest and best’ bid. The
7 inclusion of ‘best’ in that conjunction is not mere surplusage.” In re 160 Royal Palm, LLC, 600
8 B.R. 119, 129 (Bankr. S.D. Fla. 2019) (citing In re Bakalis, 220 B.R. 525, 532 (Bankr. E.D.N.Y.
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9 1998)); In re Diplomat Constr., Inc., 481 B.R. at 218–19 (“The highest bid does not always equate
10 to the best bid for the estate.”); In re Gulf States Steel, Inc. of Al., 285 B.R. 497, 516 (N.D. Al.
11 2002) (“[C]ourts have authorized the acceptance of the lower of competing bids because the lower
12 bid provides greater benefit to the estate than the higher bid.”). In this circumstance, the Boards
13 may, for example, refuse to consider bids from bidders because they may consider, among other
14 factors, their duty to maximize value to the creditors, “considerations such as finality, stability,
15 and expeditious resolution of the bankruptcy proceeding.” In re 160 Royal Palm, LLC, 600 B.R.
16 119, 130 (Bankr. S.D. Fla. 2019).
17

The Boards may consider “concerns about the uncertainty of the offer” in deciding whether

18 to accept a bid. Id., at 129. In Royal Palm, for example, the court accepted the debtor’s business
19
20
21
22
23
24
25
26
27

11

Courts interpreting the duties of a director for a for-profit corporation have held that the duties
before and after insolvency are essentially the same: to attempt to preserve and grow corporate
value (before bankruptcy for equity, in bankruptcy for creditors). In re Anchorage Nautical
Tours, Inc., 145 B.R. 637 (B.A.P. 9th Cir. 1992) (citing In re Crouse Group, Inc., 75 B.R. 553,
557-58 (Bankr. E.D. Pa. 1987); In re Clu Dev. & Mgmt., 27 B.R. 610, 612 (B.A.P. 9th Cir. 1982));
see also In re United Healthcare Sys., Inc., 200 F.3d 170, n.9 (3d Cir. 1998) (“United Healthcare,
as a debtor-in-possession, is a fiduciary for its estate and for its creditors.”). In the context of a
non-profit, therefore, the duties of a director before and after insolvency should also include the
duty to further the charitable mission of the corporation (called the Duty of Obedience).
Insolvency does not eliminate that duty for directors of a nonprofit. In re United Healthcare Sys.,
Inc., 1997 WL 176574, at *5 (“[c]ourt must not only weigh the financial aspects of the transaction
but also look to the countervailing consideration of a public health emergency.”). While it is true
that commencing a bankruptcy case creates a fiduciary duty to creditors, the Boards must therefore
balance the duty to creditors with the duty to the charitable mission.

28

US_Active\114400090\V-3

20

Case 2:18-bk-20151-ER

Doc 4360 Filed 03/29/20 Entered 03/29/20 21:17:14
Main Document
Page 28 of 150

Desc

1 judgment in not accepting a higher offer in part because the higher offer was made by a party with
2 which the debtor had previously “sought a settlement and sale . . . in the past, which fell through,
3 because [the prospective buyer] defaulted.” Id. Further, in Royal Palm the debtor considered “the
4 fear of additional litigation” as a valid concern allowing the debtor to take a lower offer, saying
5 that “the avoidance of litigation is a legitimate business objective.” Id. at 130. All of these factors
6 are present here and were part of the analysis done by the Boards in arriving at their business
7 judgment to select the AHMC offer.
8

Additionally, as the Court is aware, the Debtors incur substantial monthly losses from
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9 operations at the Seton Facilities. See Chadwick Decl. at ¶ 5. Although the payments under the
10 Services Agreement will reduce losses in the short term, the Debtors are cognizant that any delay
11 in the closing risk that the estates will continue to incur substantial losses. See id. The foregoing,
12 is an important consideration in weighting the economic value of any bid by SGM or GMC.
13 SGM’s pattern and practice of delay in the prior SGM Sale raise serious and substantive concerns
14 that a delayed closing under the SGM Seton Offer or GMC Seton Offer would cause the estates to
15 incur additional losses.
16
17
18

b.

Potential Bidders Do Not Have Standing to Challenge the Debtors’ Exercise of
Business Judgment.

SGM and GMC do not have standing to challenge the Debtors’ conclusion that the AHMC

19 offer is the highest and best or the Debtors’ determinations of the risks associated with the SGM
20 Seton Offer or GMC Seton Offer. “[T]he statutes governing the sale of assets of bankruptcy
21 estates are intended to protect the creditors of such estates and not prospective purchasers.” In re
22 HST Gathering Co., 125 B.R. 466, 468 (W.D. Tex. 1991). A potential bidder, such as SGM and
23 GMC, “is not within the ‘zone of interests intended to be protected’ under the bankruptcy statutes
24 and regulations.” Id. Thus, SGM and GMC lack standing to contest any decision precluding
25 SGM or GMC from the bidding process or sale process because they are “not a person whose
26 interest was intended to be protected by the bankruptcy statutes or regulations.” Id.; see also
27 Kabro Assocs. v. Colony Hill Assocs. (In re Colony Hill Assocs.), 111 F.3d 269, 273 (2d Cir.
28 1997) (“[A]n unsuccessful bidder—whose only pecuniary loss is the speculative profit it might
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1 have made had it succeeded in purchasing property at an auction—usually lacks standing to
2 challenge a bankruptcy court’s approval of a sale transaction.”); Stark v. Moran (In re Moran),
3 566 F.3d 676, 682 (6th Cir. 2009) (“A frustrated bidder lacks bankruptcy appellate standing when
4 he merely alleges that he would have profited from his desired purchase, and does not allege, for
5 instance, that fraud or impropriety prevented the estate from accepting his higher bid such that
6 creditors would not receive as great a recovery as they would have had the estate accepted the
7 higher bid.”). Accordingly, the Court should overrule any objection from SGM or GMC—
8 including the GMC Notice—on the grounds that SGM or GMC are entitled to participate in the
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9 Sale process or contest the Debtors’ risk assessment associated with the SGM Seton Bid or GMC
10 Seton Bid.
11 C.

The Court Can Approve the Sale Free and Clear of Liens, Claims, Encumbrances,

12

and Interests Pursuant to § 363(f).

13

Section 363(f) states:

14
15

The Trustee may sell property under subsection (b) … of this
section free and clear of any interest in such property of an entity
other than the estate, only if -

16

(1)

applicable nonbankruptcy law permits sale of such property
free and clear of such interest;

(2)

such entity consents;

(3)

such interest is a lien and the price at which such property is
to be sold is greater than the aggregate value of all liens on
such property;

(4)

such interest is in a bona fide dispute; or

(5)

such entity could be compelled, in a legal or equitable
proceeding, to accept a money satisfaction of such interest.

17
18
19
20
21
22

23 In accordance with § 363(f), the transfer of the Purchased Assets to AHMC will be a legal, valid,
24 enforceable and effective transfer of the Purchased Assets, and will vest AHMC with all right,
25 title, and interest in the Purchased Assets free and clear of all liens, claims, encumbrances and
26 interests.
27
28
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1

a.

2

The Debtors will sell the Purchased Assets to AHMC free and clear of any and all liens,

Sale Free And Clear of Liens, Claims, Interests, and Encumbrances

3 claims, interests and encumbrances, including claims of secured creditors (which includes the
4 claims of the Prepetition Secured Creditors), but on the condition such any such lien, claim,
5 interest or encumbrance, will attach to the proceeds of the Sale in the same validity, priority, and
6 amount that the lien, claim, interest or encumbrance held in the Purchased Assets, and subject to
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7 the secured creditors’ rights with respect to allocation of such proceeds.
8

b.

9

The Court can approve the Sale free and clear of any conditions imposed by the Attorney

Sale Free and Clear of Attorney General Conditions

10 General that are inconsistent (the “Additional Conditions”) with the conditions to which AHMC
11 agreed in the APA. As AHMC is a for-profit entity, the Sale will be subject to the Attorney
12 General’s review pursuant to California Corporations Code, §§ 5914 et seq., and the California
13 Code of Regulations, title 11, § 999.5. AHMC has agreed to accept the majority of the conditions
14 the Attorney General sought to impose on the transfer of the Seton Facilities in connection with
15 the SGM Sale. See APA § 8.5, Sched. 8.5. However, AHMC has required, as a condition to
16 closing the Sale, that the Attorney General not impose Additional Conditions or, alternatively, that
17 the Debtors obtain an order confirming that the Sale is free and clear of any Additional
18 Conditions. See APA § 8.5. Therefore, in the event the Attorney General seeks to impose
19 Additional Conditions, the Debtors reserve their rights to seek enforcement of an order approving
20 the Sale and finding that the Sale is free and clear of such Additional Conditions pursuant to
21 § 363(f) and the limitations of the Attorney General’s authority to impose such Additional
22 Conditions under applicable California law.
23

c.

24

AHMC’s obligation to close the Sale is further conditioned on the Debtors obtaining

Transfer of the Seton Provider Agreements

25 settlements concerning the transfer of the Seton Medicare and Medi-Cal provider agreements
26 (collectively, the “Provider Agreements”) with the Centers for Medicare and Medicaid Services
27 (“CMS”) and the California Department of Health Care Services (“DHCS”). See APA § 8.6.
28 Given the expedited nature of the relief requested herein, the Debtors have yet to engage in these
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1 settlement discussions, which they anticipate will begin in earnest upon the filing of this Motion.
2 Although the Debtors anticipate these negotiations will be fruitful, the Debtors reserve their rights
3 to seek an order authorizing the Debtors to transfer the Provider Agreements to AHMC free and
4 clear of any interests asserted by CMS or DHCS consistent with the requirements of the APA.
5 D.

The Court Should Approve Procedures to Provide for Assumption and Assignment of

6

the Sellers’ Executory Contracts and Unexpired Leases.

7

As part of the Sale, the Debtors also seek to assume and assign certain of their executory

8 contracts (the “Assigned Contracts”) and unexpired leases (the “Assigned Leases”) pursuant to
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9 § 365. Given the expedited nature of the relief sought by this Motion, the Debtors request that the
10 Court approve the Sale and the APA subject to the following procedures to provide sufficient
11 notice to counterparties to the Assigned Executory Contracts.
12

The Assigned Executory Contracts will be those contracts and leases that the Debtors

13 believe may be assumed and assigned as part of the orderly transfer of the Purchased Assets;
14 provided, that AHMC may choose to exclude (or to add) contracts or leases to the list of Assigned
15 Executory Contracts, subject to notice to the counterparties to any Assigned Executory Contracts
16 which are added.
17

The Debtors will file with the Court and serve a cure notice, substantially in the form

18 attached hereto as Exhibit “B” (the “Cure Notice”), (along with a copy of this Motion) upon each
19 counterparty to the Assigned Executory Contracts. The Cure Notice will state the date by which
20 any objection (an “Assumption Objection”) to the assumption and assignment of Assigned
21 Executory Contracts (including the Cure Amount (defined below)) must be filed and served and
22 the date, time and place of a hearing on such Assumption Objections (the “Assumption Objection
23 Hearing”). The Cure Notice also will identify the amounts, if any, that the Debtors believe are
24 owed to each counterparty to an Assigned Executory Contract in order to cure any defaults that
25 exist under such contract (the “Cure Amounts”). The Debtors respectfully request that the Court
26 set (i) April 29, 2020, as the deadline for the Debtors to file and serve the Cure Notice, (ii) May 6,
27 2020, at 5:00 p.m. (Pacific Time), as the deadline for counterparties to file and serve Assumption
28
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1 Objections, and (iii) May 20, 2020, at 10:00 a.m. (Pacific Time) as the Assumption Objection
2 Hearing.
3

If a contract or lease is assumed and assigned pursuant to Court Order, then unless the

4 Assigned Executory Contract counterparty properly files and serves an Assumption Objection, the
5 Assigned Executory Contract counterparty will receive at the time of the Closing of the Sale (or as
6 soon as reasonably practicable thereafter), the Cure Amount as set forth in the Cure Notice, if any.
7 If an objection is filed by a counterparty to an Assigned Executory Contract, the Debtors propose
8 that such objection must set forth a specific default in the executory contract or unexpired lease,
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9 claim a specific monetary amount that differs from the amount, if any, specified by the Debtors in
10 the Cure Notice, and set forth any reason why the counterparty believes the executory contract or
11 unexpired lease cannot be assumed and assigned to AHMC.
12

The inclusion of a contract, lease, or other agreement on the Cure Notice shall not

13 constitute or be deemed a determination or admission by the Debtors and their estates or any other
14 party in interest that such contract, lease, or other agreement is, in fact, an executory contract or
15 unexpired lease within the meaning of the Bankruptcy Code, and any and all rights with respect
16 thereto shall be reserved. The Debtors reserve the right to remove any Assigned Executory
17 Agreements from those listed on the Cure Notice at any time prior to the closing of the Sale.
18

Except to the extent otherwise provided in the APA, the Debtors and the Debtors’ estates

19 shall be relieved of all liability accruing or arising after the assumption and assignment of the
20 Assigned Executory Contracts pursuant to § 365(k).
21 E.

Waiver of the 14-Day Stay Provided under Bankruptcy Rule 6004(h) Is Appropriate.

22

Bankruptcy Rule 6004(h) provides, among other things, that an order authorizing the use,

23 sale or lease of property . . . is stayed until the expiration of fourteen days after entry of the Court
24 order, unless the Court orders otherwise. The purpose of Bankruptcy Rule 6004(h) is to provide
25 sufficient time for an objecting party to appeal before an order can be implemented. See 10
26 COLLIER ON BANKRUPTCY ¶ 6004.11 at 6004-26 (Alan N. Resnick & Henry J. Sommer eds. 16th
27 ed. 2015). Although Bankruptcy Rule 6004(h) and the Advisory Committee Notes relating thereto
28 are silent as to when a court should “order otherwise” and eliminate or reduce the fourteen day
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1 period, the leading treatise on bankruptcy suggests that the stay period should be eliminated to
2 allow a sale or other transaction to close immediately “where there has been no objection to the
3 procedure.” Id. at 6004-22.
4

For the reasons discussed above, the Debtors believe that it is critically important that the

5 Debtors consummate the Sale without delay in light of, among other things, their well-documented
6 financial condition and the continuing need for access to high quality health care at the Seton
7 Facilities, particularly during the COVID-19 public health emergency. Based on the foregoing,
8 the Debtors respectfully requests that the Court waive the 14-day stay period set forth in
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9 Bankruptcy Rule 6004(h) to permit the Sellers and AHMC to enter into the APA and begin the
10 process of closing the Sale immediately upon entry of an order granting this Motion.
11

V.

12

CONCLUSION

13

For all the foregoing reasons and such additional reasons as may be advanced at or prior to

14 the hearing regarding this Motion, the Debtors request entry of an order: (i) approving the Sale of
15 the Purchased Assets of the Sellers to AHMC; (ii) approving the APA and ancillary documents by
16 and between the Sellers and AHMC; (iii) approving procedures related to the assumption and
17 assignment of Assigned Executory Contracts; (iv) waiving any stay of the effectiveness of such
18 order; and (v) granting such other and further relief as is just and appropriate under the
19 circumstances.
DENTONS US LLP
SAMUEL R. MAIZEL
TANIA M. MOYRON
NICHOLAS A. KOFFROTH

20 Dated: March 29, 2020
21
22
23

By

24

Attorneys for Verity Health System of
California, Inc., et al.

25
26
27
28
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DECLARATION OF RICHARD G. ADCOCK

2

I, Richard G. Adcock, hereby state and declare as follows:

3

1.

I submit this declaration (the “Declaration”) in support of the Debtors’ Notice of

4 Motion and Motion to Approve Terms and Conditions of a Private Sale of Certain of the Debtors’
5 Assets Related to Seton Medical Center to AHMC Healthcare Inc. (the “Motion”),12 which seeks
6 entry of an order authorizing the Debtors to: (i) approving a private sale (the “Sale”) of certain
7 assets (the “Purchased Assets”) of Debtors Seton Medical Center (“Seton”), 13 Verity Holdings,
8 LLC (“Holdings”), and VHS (together with Seton and Holdings, the “Sellers”) to AHMC
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9 Healthcare Inc. (“AHMC” or the “Buyer”); (ii) approving the asset purchase agreement (the
10 “APA”) and ancillary documents attached to the Motion as Exhibit “A” by and between the
11 Sellers and AHMC; (iii) approving procedures related to the assumption and assignment of the
12 Assigned Contracts and Assigned Leases (as those terms are defined in the Motion, and,
13 collectively, the “Assigned Executory Contracts”), together with the payment of Cure Costs (as
14 such terms are defined in the Motion); (iv) waiving any stay of the effectiveness of such order; and
15 (v) granting such other and further relief as is just and appropriate under the circumstances.
16

2.

I am the Chief Executive Officer (“CEO”) of Verity Health System of California,

17 Inc. (“VHS”). I became VHS’ CEO effective January 2018. Prior thereto, I served as VHS’ Chief
18 Operating Officer (“COO”) beginning in August 2017. In my roles as COO and CEO at VHS, I
19 have become intimately familiar with all aspects of the Debtors as well as those affiliated entities
20 that are not in bankruptcy.
21
22
23
24
25

12

Unless otherwise defined, capitalized terms used herein shall have the same meaning as in the
Motion.
13

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
27 “Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
28
26
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I have been serving as the CEO of Seton since August 2019. In this capacity, I

2 have gained valuable insight into the Hospital’s operations as well as the patients and residents
3 who are treated there.
4

4.

I have worked for more than 25 years in the healthcare arena, with 15 years in not

5 for profit operations. During this period, I have accumulated extensive senior level experience in
6 the areas of not-for-profit healthcare, especially in healthcare delivery, hospital acute care
7 services, health plan management, product management, acquisitions, integrations, population
8 health management, budgeting, disease management and medical devices. I also have meaningful
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9 experience in other related areas, including human resources and personnel management.
10

5.

My background and familiarity with the Debtors’ day-to-day operations, business

11 and financial affairs, and the circumstances leading to the commencement of these chapter 11
12 bankruptcy cases are set forth more fully in my Declaration filed in Support of Emergency First13 Day Motions [Docket No. 8] filed on the Petition Date, and are incorporated by reference into this
14 Declaration.
15

A.

The Hospital

16

6.

The Hospital is currently licensed for 357 beds, comprising 250 general acute care

17 beds, 83 skilled nursing beds, and 24 acute psychiatric beds (two of which have been placed in
18 suspense). Of the 250 general acute care beds, 18 are designated for perinatal services (in
19 suspense), 14 for coronary care, 14 for intensive care, three for intensive care newborn nursery (in
20 suspense), with the remaining 201 beds unspecified general acute care beds. 14 Seton has an
21 emergency department with 11 rooms with 18 beds; and four surgical suites constituting an
22 ambulatory surgical center. It also has 10 surgical operating rooms (eight of which are active),
23 and three cardiac catheterization labs (one of which is dedicated for endoscopic retrograde
24 cholangiopancreatography (ERCP) used by specialist gastroenterologists).
25
14

The 2020 License fails to reflect that these perinatal beds are in suspense. Seton believes this
was an inadvertent oversight. By letter dated January 30, 2020, it has requested that CDPH update
27 its license to correct this and other errors, including errors related to three NICU beds, two
psychiatric beds and its Outpatient Joint Replacement Clinic.
28
26
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As of the date of the Motion, the Hospital employs approximately 1172 employees,

2 of which 411 are full time, 432 are part time, and 329 are per diem.
3

B.

4
5

Indications of Interest and Offers for the Seton Facilities as Operating
Hospitals

8.

The Boards and the Debtors concluded, in their business judgment, that the sale of

6 the Seton Facilities as operating hospitals is in the best interests of the Debtors, their estates,
7 creditors, stakeholders, and mission of service to the communities.
8

9.

As set forth in the declaration of Peter Chadwick, the Hospital has been operating
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9 at significant financial losses.
10

C.

Selection of AHMC

11

10.

AHMC, entered into substantive negotiations with the Debtors, which ultimately

12 resulted in the APA. A true and correct copy of the APA is attached to the Motion as Exhibit “A.”
13 The Debtors and their Boards determined in their business judgment that a sale of the Seton
14 Facilities to AHMC is in the best interests of the Debtors, their estates, creditors, stakeholders, and
15 mission of service to their communities based on, among other things, the following:
16



The Debtors will receive $40 million, plus an amount equal to cure costs, that will

17

offer substantial recovery to the Debtors’ estates and preserve ongoing employee

18

and trade vendor relationships at the Seton Facilities.

19



The Debtors will retain all accounts receivable generated or allocable to patient

20

services prior to closing, excluding certain post-closing receipts of Measure B

21

trauma funding, California QAF Program payments and disproportionate share

22

funding.

23



24
25

Nineteen months have elapsed since the Debtors filed the Cases, during which the
Debtors have engaged in two thorough marketing efforts for the Seton Facilities.



The sale of the Seton Facilities will serve the Debtors’ charitable mission by

26

transferring the Seton Facilities to a proven operator of hospitals with a positive

27

record of rehabilitating hospitals.

28
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AHMC is committed to addressing the COVID-19 health care emergency by
continuing to partner with the State after a close of the Sale.



The “all cash” structure of the transaction minimizes the risk of remediation claims

4

arising from the Debtors’ potential failure to defease the tax exempt financing

5

supporting the Seton Medical Center improvements.

6



AHMC has shown the financial ability to close this transaction.

7

D.

The SGM and GMC Offers

8

11.

On February 13, 2020, SGM submitted an unsolicited “Offer to Purchase” (the
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9 “SGM Seton Offer”). On February 25, 2020, SGM submitted an unsolicited “Offer to Purchase”
10 (the “SGM System Offer”) the “four properties that are the subject of the Verity-SGM APA.” On
11 March 6, 2020, an entity named “Global Medical Center San Mateo County, LLC, wholly owned
12 by Dr. Kali P. Chaudhuri” (“GMC”) submitted an unsolicited “Offer to Purchase Seton Assets”
13 (the “GMC Seton Offer”). True and correct copies of the SGM Seton Offer, SGM Systems Offer,
14 and GMC Seton Offer are attached hereto as Exhibit “1.”
15

12.

The Debtors determined that the GMC Seton Offer (or any other bid from SGM, its

16 insiders, or affiliates) is subject to significant and unacceptable risks given the Debtors’ history
17 and course of dealing with SGM over the period of nearly one year in connection with the SGM
18 Sale. The Debtors also considered this issue in connection with SGM’s request for access to the
19 virtual data room related to St. Francis Medical Center. On February 28, 2020, I emailed Peter
20 Baronoff, the CEO of SGM, and informed Mr. Baronoff of the Debtors decision not to permit
21 SGM or its affiliates access to the virtual data room based on SGM’s prior conduct. Specifically, I
22 informed Mr. Baronoff that “I do not find KPC to be a trustworthy, believable or a capable or
23 reliable business partner,” and that, “[a]fter my course of dealing with KPC, it is clear to me that
24 entering into a new process with KPC would be an irresponsible decision and proposes, among
25 other things, significant risks and harm to these estates.” The Debtors are in litigation with SGM
26 concerning its conduct related to the SGM Sale.
27
28
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DECLARATION OF PETER C. CHADWICK

2

I, Peter C. Chadwick, hereby state and declare as follows:

3

1.

I submit this declaration (the “Declaration”) in support of the Debtors’ Notice of

4 Motion and Motion to Approve Terms and Conditions of a Private Sale of Certain of the Debtors’
5 Assets Related to Seton Medical Center to AHMC Healthcare Inc. (the “Motion”),15 which seeks
6 entry of an order authorizing the Debtors to: (i) approving a private sale (the “Sale”) of certain
7 assets (the “Purchased Assets”) of Debtors Seton Medical Center (“Seton”), 16 Verity Holdings,
8 LLC (“Holdings”), and VHS (together with Seton and Holdings, the “Sellers”) to AHMC

DENTONS US LLP
601 SOUTH FIGUEROA STREET, SUITE 2500
LOS ANGELES, CALIFORNIA 90017-5704
(213) 623-9300

9 Healthcare Inc. (“AHMC” or the “Buyer”); (ii) approving the asset purchase agreement (the
10 “APA”) and ancillary documents attached to the Motion as Exhibit “A” by and between the
11 Sellers and AHMC; (iii) approving procedures related to the assumption and assignment of the
12 Assigned Contracts and Assigned Leases (as those terms are defined in the Motion, and,
13 collectively, the “Assigned Executory Contracts”), together with the payment of Cure Costs (as
14 such terms are defined in the Motion); (iv) waiving any stay of the effectiveness of such order; and
15 (v) granting such other and further relief as is just and appropriate under the circumstances.
16

2.

I am a Managing Director of Berkeley Research Group, LLC (“BRG”) and am duly

17 authorized to make this declaration on behalf of BRG. Except as otherwise noted, the facts set
18 forth herein are personally known to me and, if called as a witness, I could and would testify
19 thereto.17 In July 2018, BRG began its engagement serving as the financial advisor to the Debtors,
20 which has continued since the Petition Date. In this capacity, I have become intimately familiar
21
22

15

Unless otherwise defined, capitalized terms used herein shall have the same meaning as in the
23 Motion.
24

16

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
25 “Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
26
17

Certain of the disclosures herein relate to matters within the personal knowledge of other
professionals at BRG and are based on information provided to me by such other BRG
28 professionals.
27
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1 with the Debtors’ operations, business, books, records, financial affairs, material agreements, and
2 sale processes, and, as a result, have become uniquely situated to assist the Debtors.
3

3.

As a result, pursuant to the Debtors’ request, and as authorized by the Bankruptcy

4 Court, I have agreed to serve in the role of Chief Financial Officer to the Debtors in these chapter
5 11 cases.

I have significant operating experience, including improving underperforming

6 businesses and advising debtors and creditors in complex financial matters. I have served as chief
7 executive officer, chief operating officer, chief financial officer, and advisor to companies in a
8 variety of industries. My healthcare experience includes acting as the advisor or an officer to

DENTONS US LLP
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9 healthcare providers, including leading hospital systems and long-term care providers through
10 operational turnarounds and financial restructurings. As an officer or advisor, I prepared and
11 implemented post-acquisition integration plans, viability plans, asset dissolution strategies, and
12 liquidity enhancement plans. My experience spans the spectrum from the largest U.S. companies
13 to middle market proprietary companies.
14

4.

For all of the reasons set forth in the Motion and the supporting declarations, the

15 Debtors have determined in their business judgment that it is in the best interest of the Debtors and
16 their estates, creditors, stakeholders, and mission to serve their communities to consummate the
17 Sale pursuant to the terms of the AHMC APA.
18

5.

On the Petition Date, the Hospital accounted for approximately 29% of the

19 operating losses of the entire Verity Health System although the Hospital accounted for
20 approximately only 17% of the net patient revenue. Since the Petition Date, the Hospital’s share
21 of the system operating losses has required the Debtors’ estates to fund approximately $5 million
22 of working capital per month, including corporate overhead allocations. The Debtors project
23 continuing operating losses at the Hospital. The reported financial statements of Seton reflect that,
24 in fiscal year 2019 (ended June 30, 2019), Seton lost approximately $62 million which was a
25 192% and 215% increase over the fiscal years 2018 and 2017, respectively.
26

6.

When the Debtors valued the SGM Seton Offer and the GMC Seton Offer, the

27 Debtors determined that they yielded negative value given the risk that SGM, or its affiliate GMC,
28 will not close, the foregoing operating losses that would be incurred during the regulatory review
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DECLARATION OF JAMES M. MOLONEY

2

I, James M. Moloney, hereby state and declare as follows:

3

1.

I submit this declaration (the “Declaration”) in support of the Debtors’ Notice of

4 Motion and Motion to Approve Terms and Conditions of a Private Sale of Certain of the Debtors’
5 Assets Related to Seton Medical Center to AHMC Healthcare Inc. (the “Motion”),18 which seeks
6 entry of an order authorizing the Debtors to: (i) approving a private sale (the “Sale”) of certain
7 assets (the “Purchased Assets”) of Debtors Seton Medical Center (“Seton”), 19 Verity Holdings,
8 LLC (“Holdings”), and VHS (together with Seton and Holdings, the “Sellers”) to AHMC
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9 Healthcare Inc. (“AHMC” or the “Buyer”); (ii) approving the asset purchase agreement (the
10 “APA”) and ancillary documents attached to the Motion as Exhibit “A” by and between the
11 Sellers and AHMC; (iii) approving procedures related to the assumption and assignment of the
12 Assigned Contracts and Assigned Leases (as those terms are defined in the Motion, and,
13 collectively, the “Assigned Executory Contracts”), together with the payment of Cure Costs (as
14 such terms are defined in the Motion); (iv) waiving any stay of the effectiveness of such order; and
15 (v) granting such other and further relief as is just and appropriate under the circumstances.
16

2.

I am a managing director of Cain Brothers (“Cain”), which is a division of

17 KeyBanc Capital Markets Inc., a wholly-owned broker/dealer subsidiary of KeyCorp and an
18 affiliate of KeyBank National Association. I am located in Cain’s San Francisco office which is
19 located at One California Street, Suite 2400, San Francisco, California. Mr. Carsten Beith and I
20 are the co-heads of Cain’s Health Systems Mergers & Acquisition group. I am over the age of 18
21 and competent to testify as to the facts set forth herein and will do so if called upon.
22

3.

As set forth in Cain’s previous declarations, beginning in June 2018, Cain began

23 working with the Debtors to collect and review financial, operational and other information about
24
25
26

18

Unless otherwise defined, capitalized terms used herein shall have the same meaning as in the
Motion.
19

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
27 located at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
“Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
28 California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
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1 the historic, current and project future operations and financial performance of each of the
2 Debtors. Cain also began searching for a buyer or buyers for the Debtors’ assets and created a
3 potential list of buyers for the Verity Heath System as a whole or in parts. Mr. Moloney and I led
4 the marketing and sale efforts on behalf of Verity and advised Verity in connection with Verity’s
5 selection of Strategic Global Management, Inc. (“SGM”) as the Stalking Horse Buyer for the
6 Debtors’ hospitals and related assets (the “SGM Sale”).
7

4.

The previous marketing and sale process conducted in 2019 yielded no qualified

8 bid for the Hospital as a stand-alone hospital. The Debtors proceeded toward closing of the SGM

DENTONS US LLP
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9 Sale.
10

5.

Following the failure of the SGM Sale, Cain commenced a new marketing process

11 to identify parties interested in acquiring the Hospital and Coastside. Cain contacted select parties
12 that had previously expressed interest in the Hospital and Coastside. In addition, Cain updated the
13 Seton Facilities Confidential Information Memorandum (CIM), which it posted to the data room
14 on December 30, 2019.
15

6.

On January 10, 2020, two bidders submitted non-binding Indications of Interest

16 (“IOI”) to acquire the Hospital/Coastside as operating facilities. One of the bidders submitted an
17 IOI but, ultimately, the bidder decided not move forward with its bid. The Debtors entered into
18 entered into substantive negotiations with the remaining bidder, AHMC Healthcare Inc., which
19 ultimately resulted in the APA attached to the Motion as Exhibit “A.” The AHMC APA provides
20 that AHMC will pay $40 million, plus an amount equal to cure costs for the Seton Facilities, and
21 the Debtors will retain certain accounts receivable generated or allocable to patient services prior
22 to closing.
23

7.

The Debtors also received unsolicited bids for Seton from SGM and an affiliated

24 entity, Global Medical Center San Mateo County, LLC.
25 / / /
26 / / /
27 / / /
28 / / /
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I declare under penalty of perjury that, to the best of my knowledge and after reasonable

2 inquiry, the foregoing is true and correct.
3

Executed this 29th day of March, 2020, at San Francisco, California.

4
5

JAMES M. MOLONEY

6
7
8
9
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ASSET PURCHASE AGREEMENT
By and Among
Verity Health System of California, Inc., Verity Holdings, LLC,
Seton Medical Center
and
AHMC Healthcare Inc.

Dated March 30, 2020
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ASSET PURCHASE AGREEMENT
This Asset Purchase Agreement (the “Agreement”) is made and entered into as of the 30th
day of March, 2020 (the “Signing Date”) by and among Verity Health System of California, Inc.,
a California nonprofit public benefit corporation (“Verity”), Verity Holdings, LLC, a California
limited liability company (“Verity Holdings”), and Seton Medical Center, a California nonprofit
public benefit corporation (“Seton” or “Hospital Seller”) (Verity, Verity Holdings, and Seton are
each referred to herein individually as a “Seller” and collectively as the “Sellers”), and AHMC
Healthcare Inc., a California corporation, or its designated affiliates or assignees (“Purchaser”).
R E C I T A L S:
A.
Seton engages in the business of the operation of two general acute care hospitals
under a single license, consisting of: (i) the hospital known as Seton Medical Center, located at
1900 Sullivan Avenue, Daly City, CA 94015, including the hospital pharmacy, laboratory and
emergency department as well as through the medical office buildings and clinics owned or
operated by Sellers (collectively, the “Seton Hospital Facilities”) and (ii) the hospital known as
Seton Medical Center Coastside, located at 600 Marine Blvd, Moss Beach, CA 94038, including
the hospital pharmacy, laboratory and emergency department as well as through the medical office
buildings and clinics owned or operated by Sellers (collectively, the “Seton Coastside Hospital
Facilities”, and together with the Seton Hospital Facilities, the “Hospital” or the “Seton Medical
Center Facilities”; the business of the operation of the Seton Medical Center Facilities and related
assets is referred to herein as the “Business”).
B.
Purchaser desires to purchase from Sellers, and Sellers desire to sell to Purchaser,
the Seton Medical Center Facilities’ assets described in Section 1.7 below (the “Assets”) owned
by Sellers, for the consideration and upon the terms and conditions contained in this Agreement.
C.
Sellers filed voluntary petitions for relief under Chapter 11 of Title 11 of the United
States Code (the “Bankruptcy Code”) with the United States Bankruptcy Court for the Central
District of California, Los Angeles Division (the “Bankruptcy Court”), lead Case No. 2:18-bk201510ER, jointly administered or to be jointly administered with their affiliates (the
“Bankruptcy Cases”).
D.
The parties intend to effectuate the transactions contemplated by this Agreement
through a sale of the Assets approved by the Bankruptcy Court pursuant to Sections 105, 363 and
365 of Title 11 of the Bankruptcy Code.
NOW, THEREFORE, in consideration of the foregoing premises and the mutual promises
and covenants contained in this Agreement, and for their mutual reliance and incorporating into
this Agreement the above recitals, the parties hereto agree as follows:
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ARTICLE 1
SALE AND TRANSFER OF ASSETS;
CONSIDERATION; CLOSING
1.1

Purchase Price.

(a)
Subject to the terms and conditions of this Agreement, the purchase price
(“Purchase Price”) shall consist of the following:
(i)
Cash payment to Sellers (the “Cash Consideration”) of Forty
Million Dollars ($40,000,000.00); and
(ii)
An amount equal to the Cure Costs (defined below) associated with
outstanding liabilities of Sellers under any Assigned Leases and/or
Assigned Contracts (the “Cure Pool”).
(b)
Purchaser (i) is acquiring the Assets; (ii) is not assuming any liabilities of
Sellers; and (iii) is agreeing to be responsible for the Transferred Obligations (as defined below).
(c)
At the Closing, Purchaser shall pay to Sellers, by wire transfer of
immediately available funds to the accounts specified by Sellers to Purchaser in writing, an
aggregate amount equal to the Cash Consideration, plus the Cure Pool, minus the Deposit
(defined below) and the amount of PTO to be credited to Hired Employees pursuant to Section
5.3(b).
1.2
Deposit. Purchaser, by wire transfer to an account designated by Sellers shall make
a good faith deposit in an amount equal to twenty percent (20%) of the Cash Consideration within
two (2) business days after the Signing Date (the “Deposit”). The Deposit shall be non-refundable
in all events, except as provided in Section 6.1(b) or Section 6.2, or in the event Purchaser has
terminated this Agreement pursuant to Section 9.1 (other than Section 9.1(b)) or as set forth in
Section 9.2, in which case Sellers shall immediately return the Deposit to Purchaser with all
interest earned thereon. Upon Closing, the Deposit will be credited against the Purchase Price.
Pending the Closing, or until this Agreement is terminated, the Deposit shall be deposited in an
interest bearing account, with interest credited to Purchaser, at a federally-insured financial
institution mutually acceptable to Purchaser and Sellers.
1.3
Closing Date. The consummation of the transactions contemplated by this
Agreement (the “Closing”) shall take place at 10:00 a.m. local time at the offices of Dentons US
LLP, 601 South Figueroa St., Suite 2500, Los Angeles, CA 90017-5704 (the day on which Closing
actually occurs, the “Closing Date”) promptly but no later than five (5) business days following
the satisfaction or waiver of the conditions set forth in ARTICLE 7 and ARTICLE 8, other than
those conditions that by their nature are to be satisfied at Closing but subject to fulfillment or
waiver of those conditions. The Closing shall be deemed to occur and to be effective as of 11:59
p.m. Pacific time on the Closing Date (the “Effective Time”). Purchaser and Sellers agree that
2
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because the change of ownership and regulatory approval process may take an extended period of
time, at the Effective Time, the Assets (less any Assets constituting drugs or pharmacy assets) will
be sold to Purchaser and immediately leased back to Sellers (substantially in the form of the
Leaseback Agreement attached hereto as Exhibit 1.3(a), the “Leaseback Agreement”), with a
concurrent management arrangement (substantially in the form of the Interim Management
Agreement attached hereto as Exhibit 1.3(b), the “IMA”). On the effective date that Purchaser
obtains a general acute care hospital license from the California Department of Public Health
(“CDPH”) and a hospital pharmacy permit from the California State Board of Pharmacy (“BOP”)
(i) the Leaseback Agreement and IMA will terminate and (ii) the drugs and pharmacy assets will
be transferred to Purchaser (without payment of any additional Purchase Price) (the “Licensure
Date”). For the avoidance of any doubt, the Licensure Date shall be the date the Purchaser’s
hospital license and pharmacy permit are effective, even if they are not actually issued until some
time later. The Licensure Date may be determined based on oral assurances and/or temporary
permits issued by CDPH and the BOP.
1.4
Items to be Delivered by Sellers at Closing. At or before the Closing, Sellers shall
deliver, or cause to be delivered, to Purchaser the following:
1.4.1 a Bill of Sale substantially in the form of Exhibit 1.4.1 attached hereto (the
“Bill of Sale”), duly executed by each Seller, with respect to the Assets;
1.4.2 Real Estate Assignment Agreements (the “Real Estate Assignments”) in
the form of Exhibit 1.4.2 attached hereto with respect to (i) the Leased Real Property, and (ii) the
Tenant Leases, each duly executed by each Seller;
1.4.3 Quitclaim Deeds in the form of Exhibit 1.4.3 attached hereto with respect
to the real property listed in Schedule 1.4.3, together with all plant, buildings, structures,
installments, improvements, fixtures, betterments, additions and constructions in progress situated
thereon (collectively, the “Owned Real Property”) as well as with respect to the Purchased Verity
Holdings Assets (as defined below) duly executed by each Seller, as appropriate;
1.4.4 an Assigned Contract Transfer Agreement (the “Transfer Agreement”) in
the form of Exhibit 1.4.4 attached hereto with respect to the Transferred Obligations duly executed
by each Seller;
1.4.5 favorable original certificates of good standing, of each Seller, issued by the
State of California, dated no earlier than a date which is fifteen (15) calendar days prior to the
Closing Date;
1.4.6 a duly executed certificate of an officer of each Seller certifying to
Purchaser: (i) the incumbency of the officers of such Seller on the Signing Date and on the Closing
Date and bearing the authentic signatures of all such officers who shall execute this Agreement
and any additional documents contemplated by this Agreement, and (ii) the due adoption and text
of the resolutions or consents of the Board of Directors of such Seller authorizing: (I) the transfer
of the Assets and transfer of the Transferred Obligations by such Seller to Purchaser, and (II) the
due execution, delivery and performance of this Agreement and all additional documents
3
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contemplated by this Agreement, and that such resolutions have not been amended or rescinded
and remain in full force and effect on the Closing Date;
1.4.7

a certified copy of the Sale Order (as defined below);

1.4.8 a Transition Services Agreement (the “Transition Services Agreement”)
in form and substance satisfactory to Sellers and Purchaser, in their reasonable discretion, granting
to Sellers use of certain assets, systems and personnel identified in such agreement solely in
connection with Sellers’ wind-down of the Business, the completion of the Bankruptcy Cases and
the dissolution of Sellers (and following completion of such wind-down, Bankruptcy Cases and
dissolution of Sellers, such Transition Services Agreement shall automatically terminate);
1.4.9

the Indemnity Escrow Agreement (as defined in Section 4.8);

1.4.10 evidence of payment of all Cure Costs;
1.4.11 Evidence of insurance coverage for Sellers as described in Section 4.10;and
1.4.12 any such other instruments, certificates, consents or other documents which
Purchaser and Sellers mutually deem reasonably necessary to carry out the transactions
contemplated by this Agreement and to comply with the terms hereof.
1.5
Items to be Delivered by Purchaser at Closing. At or before the Closing, Purchaser
shall deliver or cause to be delivered to Sellers the following:
1.5.1 payment of the Cash Consideration, plus the Cure Pool, minus the Deposit
(defined below) and the amount of PTO to be credited to Hired Employees pursuant to Section
5.3(b), subject to credits or plus payment to Sellers of all amounts as provided under Section 1.6;
1.5.2 a duly executed certificate of the Secretary of Purchaser certifying to
Sellers: (a) the incumbency of the officers of Purchaser on the Signing Date and on the Closing
Date and bearing the authentic signatures of all such officers who shall execute this Agreement
and any additional documents contemplated by this Agreement, and (b) the due adoption and text
of the resolutions of the Board of Directors of Purchaser authorizing the execution, delivery and
performance of this Agreement and all additional documents contemplated by this Agreement, and
that such resolutions have not been amended or rescinded and remain in full force and effect on
the Closing Date;
1.5.3 favorable original certificate of good standing, of Purchaser, issued by the
California Secretary of State dated no earlier than a date which is fifteen (15) calendar days prior
to the Closing Date;
1.5.4

the Bill of Sale, duly executed by Purchaser;

1.5.5

the Real Estate Assignment(s), duly executed by Purchaser;

1.5.6

the Transfer Agreement, duly executed by Purchaser;
4
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1.5.9 any such other instruments, certificates, consents or other documents which
Purchaser and Sellers mutually deem reasonably necessary to carry out the transactions
contemplated by this Agreement and to comply with the terms hereof.
1.6
Prorations and Utilities. All items of income and expense listed below with respect
to the Assets shall be prorated in accordance with the principles and the rules for the specific items
set forth hereafter:
1.6.1 All transfer, conveyance, sales, use, stamp, similar state and local taxes
arising from the sale of the Assets hereunder shall be the responsibility of, and allocated to,
Purchaser.
1.6.2 Other than the Utility Deposits (defined below), which are governed by
Section 1.8(j), and other than with respect to Cure Costs payable by Purchaser, the following costs
and expenses shall be prorated based upon the payment period (i.e., calendar or other tax fiscal
year) to which the same are attributable: all real estate and personal property lease payments, real
estate and personal property taxes, real estate assessments, and power and utility charges
(collectively, the “Prorated Charges”) on the Assets. Each Seller shall pay its respective portion
at or prior to the Closing (or Purchaser shall receive credit for) of any unpaid Prorated Charges
attributable to periods or portions thereof occurring prior to the Effective Time, and Purchaser
shall be responsible for as a Transferred Obligation or, to the extent previously paid by any Seller,
pay to such Seller at the Closing all Prorated Charges attributable to periods or portions thereof
occurring from and after the Effective Time. In the event that as of the Closing Date the actual tax
bills for the tax year or years in question are not available and the amount of taxes to be prorated
as aforesaid cannot be ascertained, then rates, millages and assessed valuation of the previous year,
with known changes, shall be used. The parties agree that if the real estate and personal property
tax prorations are made based upon the taxes for the preceding tax period, the prorations shall be
re-prorated after the Closing. As to power and utility charges, “final readings” as of the Closing
Date shall be ordered from the utilities; the cost of obtaining such “final readings,” if any, shall be
paid by Purchaser.
1.6.3 Sellers shall be entitled to all rents and other payments under Tenant Leases
accruing for the period prior to the Effective Time (“Pre Effective Time Lease Amounts”), and
Purchaser shall be entitled to all rents and other payments under Tenant Leases accruing for the
period after the Effective Time (“Post Effective Time Lease Amounts” and together with the Pre
Effective Time Lease Amounts, the “Lease Amounts”). All Lease Amounts that are collected
prior to the Closing shall be prorated as of the Closing in accordance with the immediately
preceding sentence. All Lease Amounts that are accrued but uncollected as of the Closing
(including, without limitation, rents and other payments accrued prior to the Closing but payable
in arrears after the Closing) (collectively, the “Unpaid Amounts”) shall belong to Sellers, and
Purchaser shall, upon receipt of said rents and other payments, receive the same in trust for Sellers
and shall promptly remit any of such amounts to the applicable Seller within ten (10) days after
5
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Purchaser’s receipt of same. For the avoidance of doubt, all rental payments received after Closing
shall be first applied to any amounts owed to the Sellers under this Section 1.6.3.
1.6.4 If Purchaser requests that Sellers transfer electronic medical records in a
specific electronic format, then Purchaser shall reimburse, on the Closing Date, all amounts paid
or to be paid by Sellers to transfer electronic medical records to Purchaser in such electronic
format.
1.6.5 All prorations and payments to be made under the foregoing provisions
shall be agreed upon by Purchaser and Sellers prior to the Closing and shall be binding upon the
parties; provided, however, with respect to the Unpaid Amounts, in the event any proration,
apportionment or computation shall prove to be incorrect for any reason, then either the applicable
Seller or Purchaser shall be entitled to an adjustment to correct the same, provided that said party
makes written demand on the party from whom it is entitled to such adjustment within thirty (30)
calendar days after the erroneous payment or computation was made, or such later time as may be
required, in the exercise of due diligence, to obtain the necessary information for proration. This
Section 1.6 shall survive Closing.
1.7
Transfer of Assets of Sellers. On the Closing Date and subject to the terms and
conditions of this Agreement, each Seller shall sell, assign, transfer, convey and deliver to
Purchaser, free and clear of all liens, claims, interests and encumbrances other than the Permitted
Exceptions (defined below), and Purchaser shall acquire, all of each Seller’s right, title and interest
in and to only the following assets and properties, as such assets shall exist on the Closing Date,
in each case (notwithstanding anything else in this Agreement) solely to the extent used primarily
in the conduct of the Business and to the extent not included among the Excluded Assets, such
transfer being deemed to be effective at the Effective Time:
(a)
all of the tangible personal property owned by Hospital Seller, or to the
extent assignable or transferable by Hospital Seller, leased, subleased or licensed by Hospital
Seller, and used by Hospital Seller in the operation of the Hospital, including equipment,
furniture, fixtures, machinery, vehicles, office furnishings and leasehold improvements (the
“Personal Property”);
(b)
on and after the Closing Date, all of Hospital Seller’s rights, to the extent
assignable or transferable, to and all of Hospital Seller’s obligations due from and after the
Closing Date under, all Medicare and Medi-Cal provider agreements, permits, approvals,
certificates of exemption, franchises, accreditations and registrations and other governmental
licenses, permits or approvals issued to Hospital Seller for use in the operation of the Hospital
(the “Licenses”), including, without limitation, the Licenses and Medicare/Medi-Cal Provider
Agreements set forth on Schedule 1.7(b), except to the extent Purchaser elects, in its discretion,
not to take assignment of any such Licenses;
(c)
all of Sellers’ interest in and to the Owned Real Property and all of Sellers’
interest, to the extent assignable or transferable, in and to all of the following (the “Assigned
Leases”): (i) personal property leases with respect to the operation of the Hospital (including
leases for assets described in Section 1.7(i)), (ii) the real property leases for all real property
leased by Hospital Seller and set forth on Schedule 1.7(c)(ii) (the “Leased Real Property”),
6
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and (iii) the real property leased or subleased by Hospital Seller to a third party and set forth on
Schedule 1.7(c)(iii) (the “Tenant Leases”);
(d)
other than those contracts specified in 1.7(x), all of Hospital Seller’s
interest, to the extent assignable or transferable, in and to all contracts and agreements (including,
but not limited to, purchase orders and the State Services Agreement) with respect to the
operation of the Hospital that have been designated by Purchaser as a contract to be assumed and
assigned pursuant to Section 1.11 (the “Assigned Contracts”);
(e)

[Reserved];

(f)
to the extent assignable or transferable, all inventories of supplies, drugs,
food, janitorial and office supplies and other disposables and consumables (i) located at the
Hospital, or (ii) used in the operation of the Hospital (the “Inventory”) except as set forth in
Section 1.8(f);
(g)
other than Utility Deposits, all prepaid rentals, deposits, prepayments
(excluding prepaid insurance and Base Payments (as defined in State Services Agreement)
recieved prior to the Effective Time and prepaid taxes) and similar amounts relating to the
Assigned Contracts and/or the Assigned Leases, which were made with respect to the operation
of the Hospital (the “Prepaids”);
(h)
to the extent assignable or transferrable, all of the following that are not
proprietary to Sellers and/or owned by or proprietary to Sellers’ affiliates: operating manuals,
files and computer software with respect to the operation of the Hospital, including, without
limitation, all patient records, medical records, employee records, billing records, financial
records, equipment records, construction plans and specifications, and medical and
administrative libraries; provided, however, that any electronic medical records may be
transferred in paper or “pdf” if Sellers’ EMR system and Purchaser’s EMR system are not
interoperable;
(i)
to the extent assignable or transferrable (and if leased, to the extent the
associated lease is transferrable), including any assignment which is made effective pursuant to
the Sale Order where the consent of a third party is required pursuant to the terms of an applicable
agreement but not obtained, all systems, servers, computers, hardware, firmware, middleware,
telecom equipment, networks, data communications lines, routers, hubs, switches and all other
information technology equipment, and all associated documentation owned, leased or licensed
by Hospital Seller and used by Hospital Seller with respect to the operations of the Hospital;
(j)
all Measure B trauma funding received by Hospital Seller after the
Closing Date, regardless of the state fiscal year for which the funding is made in reference to and
regardless of the state fiscal year for which the data was derived to calculate eligibility for such
funding;
(k)
all funds received by Hospital Seller after the Closing Date under the QAF
Program and any subsequent QAF Program payment (e.g., QAF VI and QAF VII), regardless of
the state fiscal year for which the funding is made in reference to and regardless of the state fiscal
7
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year for which the data was derived to calculate eligibility for such funding; for purposes of this
Agreement, the “QAF Program” means the California Department of Health Care Services
Hospital Quality Assurance Fee Programs V (“QAF V”), and VI (“QAF VI”). To the extent
Hospital Seller has paid QAF fees for QAF funds that are not received until after the Closing
Date, Purchaser will reimburse the Hospital Seller for any such fees that have been paid;
(l)
all disproportionate share funds received by Hospital Seller after the
Closing Date, regardless of the state fiscal year for which the funding is made in reference to and
regardless of the state fiscal year for which the data was derived to calculate eligibility for such
funding;
(m)
other than the Excluded Settlements and Actions, all regulatory
settlements, rebates, adjustments, refunds or group appeals, including without limitation
pursuant to all cost reports filed by Sellers for payment or reimbursement from government
payment programs and other payors with respect to periods after the Signing Date;
(n)
other than the Excluded Settlements and Actions, all casualty and property
insurance proceeds arising in respect of losses occurring after the Closing Date in connection
with the ownership or operation of, or damage or destruction to, the Assets;
(o)
all transferable unclaimed property of any Person in Sellers’ possession
as of the Closing Date that relate to the Hospital, including, without limitation, property which
is subject to applicable escheat laws;
(p)
to the extent assignable or transferable by Sellers without out-of-pocket
expense to Sellers, all warranties (including warranties of any manufacturer or vendor) on or in
connection with the Assets (including the Personal Property) in favor of the Hospital or Sellers;
(q)
the right to use the names “Seton Medical Center” and “Seton Medical
Center Coastside”, including any trademarks, service marks, trademark and service mark
registrations and registration applications, trade names, trade name registrations, logos, domain
names, trade dress, copyrights, copyright registrations, website content, know-how, trade secrets
and the corporate or company names of Hospital Seller and the name of the Hospital, together
with all rights to sue and recover damages for infringement, dilution, misappropriation or other
violation or conflict associated with any of the foregoing; at the Closing, Purchaser will execute
and deliver to Sellers the Transition Services Agreement granting to Sellers an unlimited, royalty
free, irrevocable license to use any and all of the foregoing solely in connection with the winddown of the Business, the completion of the Bankruptcy Cases and the dissolution of Sellers
(and following completion of such wind-down, Bankruptcy Cases and dissolution of Sellers,
such license shall automatically terminate);
(r)

all goodwill of the Hospital evidenced by or associated with any of the

Assets;
(s)
to the extent transferable or assignable, Hospital Seller’s right or interest
in the telephone and facsimile numbers and uniform resource locaters used with respect to the
operation of the Hospital;
8
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(t)
all of Hospital Sellers’ interest in and to, from and after the Licensure
Date, to Hospital Seller’s Medicare and Medi-Cal provider agreements and lockbox account(s)
identified on Schedule 1.7(t), with the submission and payment of claims to be made in
accordance with the provisions of Section 3.4 of the IMA;
(u)
with respect to Verity Holdings, the real property assets represented by
the assessor’s parcel numbers (APN’s) listed in Schedule 1.7(u) hereof, together with all plant,
buildings, structures, installments, improvements, fixtures, betterments, additions and
constructions in progress situated thereon (the “Purchased Verity Holdings Assets”);
(v)
except for the Excluded Assets, to the extent assignable or transferable,
and subject to the Permitted Exceptions, any other assets owned by Hospital Seller (which are
not otherwise specifically described above in this Section 1.7) that are used in the operation of
the Hospital;
(w)
all claims, counterclaims and causes of action of each Seller, Seller
affiliate or such Seller’s or Seller affiliate’s bankruptcy estate (including parties acting for and
on behalf of such Seller’s bankruptcy estate, including, but not limited to, the official committee
of unsecured creditors appointed in the Bankruptcy Cases), arising under or with respect to
claims and causes of action against Purchaser or any Purchaser affiliate or that relate to the Assets
or the Transferred Obligations but excluding any claims or causes of action: (i) relating to the
Excluded Assets; (ii) arising under Chapter 5 of the Bankruptcy Code; or (iii) as set forth on
Schedule 1.7(w); and
(x)
subject to Section 4.9 and the provisions of Exhibit 4.9, all of Sellers’
interest in, and all of Sellers’ obligations due under, from and after the Licensure Date, to the
extent assignable or transferable, in and to any of the Hospital’s services, participation or
provider agreements with private health plans, insurers or other third party payors (collectively,
the “Private Payor Agreements”) that have been designated by Purchaser as an Assigned
Contract pursuant to Section 1.11 (to the extent so designated, the “Transferred Private Payor
Agreements”), provided that, (i) the submission and payment of claims shall be in accordance
with the provisions of Section 3.4 of the IMA, and (ii) Private Payor Agreements shall not
include any “risk-sharing” agreements with independent physician associations;
As used herein, the term “Permitted Exceptions” means: (i) the Transferred Obligations;
(ii) liens for taxes not yet due and payable; (iii) easements, rights of way, zoning ordinances and
other similar encumbrances affecting real property; (iv) other imperfections of title or
encumbrances, if any, which are not monetary in nature and that are not, individually or in the
aggregate, material to the business of the Hospital; (v) any agreements made with any
governmental authority in order to obtain any consent or approval, including, without limitation,
in connection with the Medicare and Medi-Cal provider agreements; and (vi) other imperfections
of title or encumbrances that are expressly identified on Schedule 1.7 hereof.
1.8
Excluded Assets. Notwithstanding anything to the contrary in Section 1.7, each
Seller shall retain all interests, rights and other assets owned directly or indirectly by it (or any of
such Seller’s affiliates) which are not among the Assets, including, without limitation, the
following interests, rights and other assets of such Seller (collectively, the “Excluded Assets”):
9
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cash, cash equivalents and short-term investments;

(b)
all Seller Plans (defined below) and the assets of all Seller Plans and any
asset that would revert to the employer upon the termination of any Seller Plan, including,
without limitation, any assets representing a surplus or overfunding of any Seller Plan;
(c)
all contracts that are not Assigned Contracts and all Private Payor
Agreements that are not Transferred Private Payor Agreements;
(d)

all leases that are not Assigned Leases;

(e)
the portions of Inventory, Prepaids, and other assets disposed of,
expended or canceled, as the case may be, by such Seller after the Signing Date and prior to the
Effective Time in the ordinary course of business;
(f)

assets owned and provided by vendors of services or goods to the

Hospital;
(g)
Except for as stated in Section 1.7(j), Section 1.7(k), and Section 1.7(l),
all accounts and interest thereupon, notes and interest thereupon and other receivables of Sellers,
including, without limitation, accounts, notes or other amounts receivable, and all rights,
interests and proceeds, and claims, counterclaims and causes of action, related thereto, including
all accounts and other receivables, and Seller Cost Report settlements related thereto, in each
case arising from the rendering of services or provision of goods, products or supplies to
inpatients and outpatients at the Hospital, billed and unbilled, recorded and unrecorded, for
services, goods, products and supplies provided by Sellers prior to the Effective Time whether
payable by Medicare, Medicaid, or any other payor (including an insurance company), or any
health care provider or network (such as a health maintenance organization, preferred provider
organization or any other managed care program) or any fiscal intermediary of the foregoing,
private pay patients, private insurance or by any other source (collectively, “Accounts
Receivable”); all documents, records, correspondence, work papers and other documents
primarily relating to the Accounts Receivable; and all rights, claims and causes of action of
Sellers to the extent related to and/or to the extent arising out of the Accounts Receivable;
(h)
all of such Seller’s organizational or corporate record books, minute
books, tax returns, tax records and reports, data, files and documents, including electronic data
related thereto;
(i)
except as set forth in Section 1.7(w) and 1.8(g), all claims, counterclaims
and causes of action of such Seller or such Seller’s bankruptcy estate (including parties acting
for or on behalf of such Seller’s bankruptcy estate, including, but not limited to, the official
committee of unsecured creditors appointed in the Bankruptcy Cases), including, without
limitation, rights of recovery or set-off of every kind and character against third parties, causes
of action arising out of any claims and causes of action under chapter 5 of the Bankruptcy Code
and any related claims, counterclaims and causes of action under applicable non-bankruptcy law,
and any rights to challenge liens asserted against property of such Seller’s bankruptcy estate,
10
US_Active\114503813\V-2

Case 2:18-bk-20151-ER

Doc 4360 Filed 03/29/20 Entered 03/29/20 21:17:14
Main Document
Page 72 of 150

Desc

including, but not limited to, liens attaching to the Purchase Price paid to such Seller, and the
proceeds from any of the foregoing;
(j)
other than insurance proceeds described in Section 1.7(n), all insurance
policies and contracts and coverages obtained by such Seller or listing such Seller as insured
party, a beneficiary or loss payee, including prepaid insurance premiums, and all rights to
insurance proceeds under any of the foregoing, and all subrogation proceeds related to any
insurance benefits arising from or relating to Assets prior to the Closing Date;
(k)
all deposits made with any entity that provides utilities to the Hospital (the
“Utility Deposits”);
(l)
all rents, deposits, prepayments, and similar amounts relating to any
contract or lease that is not an Assigned Contract or Assigned Lease;
(m)
all non-transferrable unclaimed property of any third party as of the
Effective Time, including, without limitation, property which is subject to applicable escheat
laws;
(n)

all other bank accounts of such Sellers not listed on Schedule 1.7(t);

(o)
all writings and other items that are protected from discovery by the
attorney-client privilege, the attorney work product doctrine or any other cognizable privilege or
protection;
(p)
the rights of such Seller to receive mail and other communications with
respect to Excluded Assets or Excluded Liabilities;
(q)

all director and officer insurance;

(r)

all tax refunds and tax assets of such Seller;

(s)
all documents, records, operating manuals and film pertaining to the
Hospital that the parties agree that such Seller is required by law to retain;
(t)
all patient records and medical records which are not required by law to
be maintained by such Seller as of the Effective Time;
(u)
all documents, records, correspondence, work papers and other patient
records that may not be transferred under applicable law, and any other documents, records, or
correspondence (including with respect to any employees) that may not be transferred under
applicable law;
(v)
Excluded Asset;

any rights or documents relating to any Excluded Liability or other

(w)
any rights or remedies provided to such Seller under this Agreement and
each other document executed in connection with the Closing;
11
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(x)
any: (i) personnel files for employees of such Seller who are not hired by
Purchaser; (ii) other books and records that such Seller is required by Law to retain; provided,
however, that except as prohibited by Law and subject to Article 5, Purchaser shall have the right
to make copies of any portions of such retained books and records that relate to the business of
the Hospital as conducted before the Closing or that relate to any of the Assets; (iii) documents
which such Seller is not permitted to transfer pursuant to any contractual obligation owed to any
third party; (iv) documents primarily related to any Excluded Assets; and (v) documents
necessary to prepare tax returns (Purchaser shall be entitled to a copy of such documents). With
respect to documents necessary to prepare cost reports, Purchaser shall receive the original
document and such Seller shall be entitled to retain a copy of such documents for any period
ending on or prior to the Closing Date;
(y)
all deposits or other prepaid charges and expenses paid in connection with
or relating to any other Excluded Assets;
(z)
all pre-Closing settlements or settlements pursuant to adversary
proceedings in the Bankruptcy Cases, including, without limitation, any proceedings identified
in Section 1.8(i) (together with the items identified in Section 1.8(i), the “Excluded Settlements
and Actions”);
(aa) for the avoidance of doubt, all QAF IV and QAF V payments actually
received prior to the Closing Date;
(bb) all assets of Verity Holdings other than the Purchased Verity Holdings
Assets and all assets of any of the tenants located in the leased premises of the purchased Verity
Holdings properties;
(cc) any rights or remedies, including deposits, against any individual or entity
arising pursuant to (including in connection with Sellers’ termination of) or relating to that
certain Asset Purchase Agreement dated January 8, 2019 between, inter alia, Sellers and
Strategic Global Management, Inc.;
(dd) any and all rights and entitlements of Sellers in respect of that certain
Settlement Agreement, executed as of April 29, 2019, by and between, on the one hand, Premier,
Inc., Premier Services, LLC (“Premier GP”), Premier Healthcare Alliance, L.P. (“Premier
LP”), Premier Healthcare Solutions, Inc. (“PHSI”) and each of Premier, Inc.’s other subsidiaries
(collectively and including Premier GP, Premier LP and PHSI, “Premier”), and on the other
hand, Verity Health System of California, Inc., formerly known as Daughters of Charity Health
System (“VHS”), as approved by the Bankruptcy Court by order entered on May 29, 2019
[Docket No. 2461], including but not limited to the right to convert and exchange partnership
interests arising under that certain Amended and Restated Limited Partnership Agreement,
effective as of October 1, 2013, as amended, by and among Premier LP, Premier GP and the
limited partners of Premier LP party thereto (including VHS);
(ee) any and all rights and entitlements of Sellers in respect of the
compensations under that certain Services Agreement by and between the California Department
of Public Health (the “State”), on the one hand, and on the other hand, Verity Healthcare System
12
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of California, Inc., (“Verity”) and Seton Medical Center, a California nonprofit public benefit
corporation as approved by the Bankruptcy Court on March 20, 2020 [Docket No. 4315] (the
“State Services Agreement”), as it may be amended, received or due on account of services
provided prior to Effective Time;
(ff)
any COVID-19 grants or related governmental awards or supplemental
payments received, allocable to, or on account of the delivery of individual patient care services
performed prior to the Effective Time. (All other COVID-19 grants or related government
awards shall be the property of Purchaser.); and
(gg)

any assets identified in Schedule 1.8(gg).

1.9
Transferred Obligations. Purchaser is not assuming any liabilities of Sellers.
Instead, on and after the Closing Date, Purchaser shall be responsible for and agrees to discharge,
perform and satisfy fully, on and after the Effective Time, the following liabilities and obligations
and only the following liabilities and obligations (collectively, the “Transferred Obligations”):
(a)
the Assigned Contracts and all obligations under the Assigned Contracts
but solely to the extent related to periods after the Effective Time;
(b)
the Assigned Leases and all obligations under the Assigned Leases but
solely to the extent related to periods after the Effective Time;
(c)
all liabilities and obligations arising out of or relating to any act, omission,
event or occurrence connected with the use, ownership or operation by Purchaser of the Hospital
or any of the Assets on or after the Effective Time;
(d)
accrued payroll and related expenses with respect to Hired Employees
arising on or following the Effective Time;
(e)
all liabilities and obligations related to the Hired Employees arising on or
following the Effective Time;
(f)
all unpaid real and personal property taxes, if any, that are attributable to
the Assets after the Effective Time, subject to the prorations provided in Section 1.6;
(g)
all liabilities and obligations relating to utilities being furnished to the
Assets, subject to the prorations provided in Section 1.6;
(h)
any documentary, sales and transfer tax liabilities incurred as a result of
the consummation of the transaction contemplated by this Agreement;
(i)

all liabilities or obligations provided for in Section 5.3;

(j)
on and after the Closing Date, any obligations Purchaser may desire or
need to undertake in order to have the Certifications/Licenses/Permits identified on Schedule
1.7(b) reissued to Purchaser, as well as any obligations associated with Hospital Seller’s
Medicare and Medi-Cal provider agreements, but subject to the satisfaction of the condition
13
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precedent set forth in Section 8.6, and any Medi-Cal liabilities or obligations needed to support
ongoing Hospital Quality Assurance Fee Program payments; and
(k)

any other obligations and liabilities identified in Schedule 1.9(k).

1.10 Excluded Liabilities. Purchaser shall have those duties, obligations and liabilities
set forth in this Agreement, the IMA, the Leaseback Agreement, the Transition Services
Agreement, the Bill of Sale, the Transfer Agreement and the Real Estate Assignment(s) and shall
be responsible for the Transferred Obligations. However, Purchaser shall not assume or become
responsible for any liabilities of any Seller (the “Excluded Liabilities”), and each Seller shall
remain fully and solely responsible for all of such Seller’s debts, liabilities, contract obligations,
expenses, obligations and claims of any nature whatsoever related to the Assets or the Hospital
other than the Transferred Obligations.
1.11

Designation of Assigned Contracts and Assigned Leases.

(a)
Except as provided in Section 1.11(b), all contracts and leases will be
subject to evaluation by Purchaser for assumption or rejection (collectively “Evaluated
Contracts”). Not later than thirty (30) days prior to Closing (i) Purchaser shall notify each Seller
in writing of which Evaluated Contracts are to be assumed by such Seller and assigned to
Purchaser, and (ii) Purchaser shall notify each Seller in writing signed and dated by Purchaser
of which Evaluated Contracts are to be rejected by such Seller (collectively, the “Rejected
Contracts”); provided, that Purchaser shall have the right to designate additional Evaluated
Contracts for assumption up to fourteen (14) days prior to Closing and Sellers shall have the
absolute right to remove any Evaluated Contract from the list of Assigned Contracts in order to
preserve avoidance claims. Each Seller shall file such motions in the Bankruptcy Court and take
such other actions as are reasonably necessary to ensure that final and non-appealable orders are
entered: (x) assuming and assigning the respective Assigned Contracts or Assigned Leases
applicable to such Seller to Purchaser, and (y) rejecting the Rejected Contracts. With respect to
each Assigned Lease, the applicable Seller shall execute and deliver to Purchaser an Assignment
of Lease. Notwithstanding anything to the contrary set forth in this Agreement, the Rejected
Contracts shall constitute part of the Excluded Assets pursuant to, and as defined in, this
Agreement.
(b)
At Closing and pursuant to an order of the Bankruptcy Court and any
applicable authority, including, but not limited to, section 365 of the Bankruptcy Code, each
Seller will assume and immediately assign to Purchaser the leases of such Seller for Leased Real
Property and the Tenant Leases.
(c)
Notwithstanding the foregoing, except for those contracts set forth in
Schedule 1.11(c) and subject to Section 4.9 (the “Required Assigned Contracts”), Purchaser’s
obligation to consummate the transactions contemplated by this Agreement are not contingent
upon the assumption, assignment or rejection of any contract or lease, or on the amount of any
payment or other performance needed to cure any default thereunder.
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Disclaimer of Warranties; Release.

(a)
THE ASSETS TRANSFERRED TO PURCHASER WILL BE SOLD BY
SELLERS AND PURCHASED BY PURCHASER IN THEIR PHYSICAL CONDITION AT
THE EFFECTIVE TIME, “AS IS, WHERE IS AND WITH ALL FAULTS AND
NONCOMPLIANCE WITH LAWS” WITH NO WARRANTIES, INCLUDING, WITHOUT
LIMITATION, THE WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A
PARTICULAR PURPOSE, SUITABILITY, USAGE, WORKMANSHIP, QUALITY,
PHYSICAL CONDITION, OR VALUE, AND ANY AND ALL SUCH OTHER
REPRESENTATIONS AND WARRANTIES ARE HEREBY EXPRESSLY DISCLAIMED,
AND WITH RESPECT TO THE LEASED REAL PROPERTY WITH NO WARRANTY OF
HABITABILITY OR FITNESS FOR HABITATION, INCLUDING, WITHOUT
LIMITATION, THE LAND, THE BUILDINGS AND THE IMPROVEMENTS. ALL OF THE
PROPERTIES, ASSETS, RIGHTS, LICENSES, PERMITS, PRIVILEGES, LIABILITIES,
AND OBLIGATIONS OF SELLERS INCLUDED IN THE ASSETS AND THE
TRANSFERRED OBLIGATIONS ARE BEING ACQUIRED “AS IS, WHERE IS” ON THE
CLOSING DATE AND IN THEIR PRESENT CONDITION, WITH ALL FAULTS. ALL OF
THE TANGIBLE ASSETS SHALL BE FURTHER SUBJECT TO NORMAL WEAR AND
TEAR AND NORMAL AND CUSTOMARY USE OF THE INVENTORY AND SUPPLIES
IN THE ORDINARY COURSE OF BUSINESS UP TO THE EFFECTIVE TIME.
(b)
Purchaser acknowledges that Purchaser has examined, reviewed and
inspected all matters which in Purchaser’s judgment bear upon the Assets, the Sellers, the
Hospital, the business of the Hospital and their value and suitability for Purchaser’s purposes
and is relying solely on Purchaser’s own examination, review and inspection of the Assets and
Transferred Obligations. Purchaser releases each Seller and its affiliates from all responsibility
and liability regarding the condition, valuation, salability or utility of the business of the Hospital
or the Assets, or their suitability for any purpose whatsoever. Purchaser further acknowledges
that the representations and warranties of Sellers contained in ARTICLE 2 of this Agreement are
the sole and exclusive representations and warranties made by Sellers to Purchaser (including
with respect to the Hospital, the Assets and the Transferred Obligations) and shall expire, and be
of no further force or effect after the date which is twelve (12) months from the Closing Date,
except that the Sale Order Date Representations shall expire, and be of no further force or effect
upon the Sale Order Date, and in each case Sellers shall not have any liability in respect of any
breach thereof following such expiration.
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ARTICLE 2
REPRESENTATIONS AND WARRANTIES OF SELLERS
Each Seller hereby represents, warrants and covenants to Purchaser, severally (and not
jointly) with respect to such Seller that the following matters are true and correct as of the Signing
Date, except as would not have a material adverse effect upon the Assets, taken as a whole (a
“Material Adverse Effect”) and except as disclosed in the disclosure schedule, as may be
amended pursuant to the terms of this Agreement (the “Disclosure Schedule”), provided that the
representations and warranties set forth in Sections 2.1 (Authorization), 2.2 (Binding Agreement),
2.3 (Organization and Good Standing; No Violation), 2.8 (Compliance with Legal Requirements),
2.9 (Required Consents), 2.11 (Title), 2.14 (Legal Proceedings), and 2.22 (Bankruptcy
Proceedings) (the “Sale Order Date Representations”) shall also be made as of immediately
prior to the entry of the Sale Order (the “Sale Order Date”):
2.1
Authorization. Such Seller has all necessary corporate power and authority to enter
into this Agreement and, subject to Bankruptcy Court approval, to carry out the transactions
contemplated hereby.
2.2
Binding Agreement. This Agreement has been duly and validly executed and
delivered by such Seller and, assuming due and valid execution by Purchaser, this Agreement
constitutes a valid and binding obligation of such Seller enforceable in accordance with its terms
subject to (a) applicable bankruptcy, reorganization, insolvency, moratorium and other laws
affecting creditors’ rights generally from time to time in effect, and (b) limitations on the
enforcement of equitable remedies. Except for such corporate actions which have been taken on
or before the date hereof, no other corporate action on the part of Sellers is necessary to authorize
the execution, delivery and performance of this Agreement and the transactions contemplated
hereby and thereby.
2.3

Organization and Good Standing; No Violation.

(a)
Such Seller is an entity duly organized, validly existing and in good
standing under the laws of the State of California. Such Seller has all necessary power and
authority to own, operate and lease its properties and to carry on its businesses as now conducted.
(b)
Neither the execution and delivery by such Seller of this Agreement nor
the consummation of the transactions contemplated hereby by such Seller nor compliance with
any of the material provisions hereof by such Seller, will violate, conflict with or result in a
breach of any material provision of such Seller’s articles of incorporation or bylaws or any other
organizational documents of such Seller.
2.4
Contracts. Except as set forth in Schedule 2.4, upon entry of the Sale Order and
Purchaser’s payment of the Cure Costs, to Seller’s knowledge, Seller is not in material breach or
default of the Assigned Contracts or Assigned Leases except to the extent of defaults that will be
cured in connection with assumption pursuant to Section 365 of the Bankruptcy Code, and no act
or omission by the appropriate Seller has accrued or failed to occur which, with the giving of
notice, the lapse of time or both would constitute a default under the Assigned Contracts or
16
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Assigned Leases except to the extent of defaults that will be cured in connection with assumption
pursuant to Section 365 of the Bankruptcy Code. No provision of this Section 2.4 shall apply to
any failure to obtain consents to the assignment of the Assigned Contracts and Assigned Leases
from third parties to the Assigned Contracts and Assigned Leases for which consent is required to
assign the Assigned Contracts and Assigned Leases to Purchaser (the “Contract and Lease
Consents”).
2.5
Brokers and Finders. Except as set forth on Schedule 2.5, neither such Seller nor
any affiliate thereof, nor any officer or director thereof, have engaged or incurred any liability to
any finder, broker or agent in connection with the transactions contemplated hereunder.
2.6
Seller Knowledge. References in this Agreement to “Sellers’ knowledge” or “the
knowledge of Sellers” means the actual knowledge of the Chief Executive Officer or Chief
Financial Officer of the applicable Seller, without independent research. No constructive or
imputed knowledge shall be attributed to any such individual by virtue of any position held,
relationship to any other Person or for any other reason.
2.7
Non-Contravention. Neither the execution and delivery by Sellers of this
Agreement and each Ancillary Agreement nor performance of any of the material provisions
hereof by Sellers, will violate, conflict with or result in a breach of any material provisions of the
articles of incorporation or bylaws of Sellers.
2.8
Compliance with Legal Requirements. Except as set forth in Schedule 2.8, to the
knowledge of Sellers: each Seller, with respect to the operation of the Hospital, is in material
compliance with all applicable laws, statutes, ordinances, orders, rules, regulations, policies,
guidelines, licenses, certificates, judgments or decrees of all judicial or governmental authorities
(federal, state, local, foreign or otherwise) (collectively, “Legal Requirements”). Except as set
forth in Schedule 2.8, to the knowledge of Sellers, none of the Sellers, with respect to the operation
of the Hospital, has been charged in writing with or been given written notice of or is under
investigation with respect to, any material violation of, or any obligation to take material remedial
action under, any applicable Legal Requirements.
2.9
Required Consents. Except as set forth in Schedule 2.9, and other than in
connection with any Licenses, any provider agreements (including any such agreements with a
governmental authority) and the CA AG (defined below), Sellers are not a party to or bound by,
nor are any of the Assets subject to, any mortgage, or any material lien, deed of trust, material
lease, or material contract or any material order, judgment or decree which, after giving effect to
the Sale Order: (a) will require the consent of any third party to the execution of this Agreement,
or (b) will require the consent of any third party to consummate the transactions contemplated by
this Agreement.
2.10

Environmental Matters.

(a)
Sellers have provided Purchaser with the Phase I Environmental Site
Assessments set forth in said Schedule 2.10(a).
(b)
US_Active\114503813\V-2
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operations of the Hospital are not in material violation of any applicable limitations, restrictions,
conditions, standards, prohibitions, requirements and obligations of Environmental Laws and
related orders of any court or any other governmental authority.

(c)
For the purposes of this Section, the term “Environmental Laws” shall
mean all state, federal or local laws, ordinances, codes or regulations relating to Hazardous
Substances or to the protection of the environment, including, without limitation, laws and
regulations relating to the storage, treatment and disposal of medical and biological waste. For
purposes of this Agreement, the term “Hazardous Substances” shall mean (i) any hazardous or
toxic waste, substance, or material defined as such in (or for the purposes of) any Environmental
Laws, (ii) asbestos-containing material, (iii) medical and biological waste, (iv) polychlorinated
biphenyls, (v) petroleum products, including gasoline, fuel oil, crude oil and other various
constituents of such products, and (vi) any other chemicals, materials or substances, exposure to
which is prohibited, limited or regulated by any Environmental Laws.
2.11 Title. Within five (5) days after the Signing Date, Sellers shall have delivered at
their own expense: (i) for all the Real Property preliminary title reports issued by Chicago Title
(the “Title Commitments”), (ii) for all of the Real Property all underlying title documents listed
on the Title Commitments (the “Underlying Title Documents”), and (iii) for the Hospital an asbuilt ALTA Survey (the “Survey”, and collectively with the Title Commitment and the Underlying
Title Documents, the “Title Documents”).
2.12

Certain Other Representations with Respect to the Hospital.

(a)
Except as set forth in Schedule 2.12, all Licenses which are material and
necessary to the operation of the Hospital by Sellers are valid and in good standing and Sellers are
in compliance with the terms and conditions of all such Licenses in all material respects. Except
as set forth in Schedule 2.12, as of the Closing Date Sellers will have any and all material Licenses
required under Legal Requirements to conduct the Hospital as presently conducted by Sellers. To
the knowledge of Sellers, no loss or expiration of any License is pending or threatened.
Hospital Seller is certified for participation in the Medicare, Medi-Cal and
(b)
TRICARE programs and any other federal or state health care reimbursement programs in which
it participates, and has current and valid provider agreements with each such program.
Sellers have not been excluded from Medicare, Medi-Cal or any federal or
(c)
state health care reimbursement program, and, to the knowledge of Sellers, there is no pending or
threatened exclusion action by a governmental authority against Sellers.
2.13

Financial Statements.

Schedule 2.13(a) hereto contains the following financial statements (the
(a)
“Historical Financial Statements”): (i) the Sellers audited financial statement with consolidating
statement of operations and consolidating balance sheets of Sellers for the years ended 2016 and
2017; (ii) the unaudited consolidating statement of operations and consolidating balance sheet of
Sellers as of June 30, 2018; (iii) the Sellers’ unaudited monthly operating report and four month
18
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consolidating statement of operations and consolidating balance sheet for the period ending
December 31, 2018 [ECF Docket No.1453]; (iv) the Sellers’ unaudited monthly operating report
and sixteen (16) month consolidating statement of operations and consolidating balance sheet for
the period ending of December 31, 2019 [ECF Docket No.4038] ; and (v) the Sellers’ unaudited
monthly operating report and seventeen (17) month consolidating statement of operations and
consolidating balance sheet for the period ending January 31, 2020 [ECF Docket No. 4198]. .

(b)
The monthly operating statements and monthly consolidating balance
sheets contained in the Historical Financial Statements were prepared under the Guidelines of the
Office of the United States Trustee for Region 16 and to Seller’s knowledge present fairly the
results of the operations of the Sellers as of and for the periods covered therein. Except as set forth
on Schedule 2.13(b), the Sellers’ balance sheets contained in the Historical Financial Statements:
(i) are true, complete and correct in all material respects; and (ii) to the extent audited by an
independent certified public accounting firm, to Sellers’ knowledge, have been prepared in
accordance with generally accepted accounting principles consistently applied throughout the
periods covered, except as disclosed therein.
2.14 Legal Proceedings. Except as set forth on Schedule 2.14, and except for any and
all cases and/or pleadings filed or to be filed in the Bankruptcy Court, which shall be available
through
Sellers’
claims
and
noticing
agent’s
website
at
http://www.kcclcc.com/VERITYHEALTH/, to the knowledge of Sellers, there are no material
claims, proceedings or investigations pending or threatened with respect to the ownership of the
Assets or the operation of the Hospital by Sellers before any governmental authority. Except as set
forth on Schedule 2.14, and other than any action or proceeding brought in the Bankruptcy Court,
to the knowledge of Sellers, Sellers are not subject to any government order with respect to the
ownership or operation by Sellers of the Hospital or the other Assets or the Hospital and are in
substantial compliance with respect to each such government order.
2.15 Employee Benefits. Schedule 2.15 contains a list of: (i) each pension, profit
sharing, bonus, deferred compensation, or other retirement plan or arrangement of Sellers with
respect to the operation of the Hospital, whether oral or written, which constitutes an “employee
pension benefit plan” as defined in Section 3(2) of ERISA, (ii) each medical, health, disability,
insurance or other plan or arrangement of Sellers with respect to the operation of the Hospital,
whether oral or written, which constitutes an “employee welfare benefit plan” as defined in Section
3(1) of ERISA, and (iii) each other employee benefit or perquisite provided by Sellers with respect
to the operation of the Hospital, in which any employee of Sellers participates in his/her capacity
as such (collectively, the “Seller Plans”).
2.16 Personnel. Schedule 2.16 sets forth a complete list (as of the date set forth therein)
of names, positions and current annual salaries or wage rates and any scheduled bonus of all
employees of Seton immediately prior to the Signing Date, whether such employees are full time
employees, part-time employees, on short-term or long-term disability or on leave of absence
pursuant to Seton’s policies, the Family and Medical Leave Act of 1993 or other similar Legal
Requirements (the “Hospital Employees”) and indicating whether the Hospital Employee is fulltime or part-time. Sellers shall have the right to update to Schedule 2.16 to reflect changes in
employment status or new hires and terminations occurring after the Signing Date by providing a
19
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revised schedule to Purchaser no later than five (5) business days before the date scheduled for the
Closing.
2.17 Insurance. Schedule 2.17 contains a list of all material insurance maintained by
Sellers with respect to the Assets and the Business, as of the Signing Date.
2.18 Payer Contracts. To the knowledge of Sellers, and subject to Section 365 of the
Bankruptcy Code, Schedule 2.18 sets forth a complete list of all written contracts with private
third party payers including insurance companies and HMOs (“Payer Contracts”). Sellers have
provided Purchaser with a true and correct copy of all material Payer Contracts, whether or not
entered into in the ordinary course of business, or otherwise required to be disclosed on Schedule
2.18, in each case together with all amendments thereto.
2.19 Excluded Individuals. Except as set forth on Schedule 2.19, to the knowledge of
Sellers: neither Sellers, the Hospital nor any director, officer or employee of Sellers or the Hospital:
(a) was, is or is proposed to be, suspended, excluded from participation in, or sanctioned under,
any federal or state health care program (including, without limitation, Medicare and Medicaid)
(an “Excluded Individual”); (b) has been convicted of any criminal offense related to the delivery
of any medical or health care services or supplies, or related to the neglect or abuse of patients; (c)
has failed to maintain its current License to provide the services required to be provided by it to or
on behalf of Sellers and the Hospital; or (d) is unable to obtain or maintain liability insurance
consistent with commercially reasonable industry practices.
2.20 Third Party Payor Cost Reports. To Sellers’ knowledge, Sellers have duly filed all
required cost reports for the fiscal years set forth on Schedule 2.20, and copies of all such cost
reports filed by or on behalf of Sellers have been provided to Purchaser. To Sellers’ knowledge,
all such cost reports accurately reflect in all material respects the information required to be
included thereon and such cost reports do not claim, and Sellers have not, to their knowledge
received, reimbursement in any amount in excess of the amounts provided by law or any applicable
agreement. To Sellers’ knowledge, there are no facts or circumstances that would give rise to any
disallowance under such cost reports.
2.21 Recoupment Claims. To Sellers’ knowledge, except as set forth on Schedule 2.21,
and except for routine claim adjustments, denials, adjudications and reconciliations arising in the
ordinary course, there are no outstanding Seton Overpayment (as such term is defined in Exhibit
4.9) claims pending or threatened against Seton. For the avoidance of doubt, responsibility for
Seton Overpayments shall be addressed in accordance with Section 4.9 and Exhibit 4.9 of this
Agreement.
2.22 Bankruptcy Proceedings Compliance. Sellers have duly complied with all
Bankruptcy Court orders, directives, and requirements applicable with respect to giving
appropriate notice, to creditors and parties in interest, of Sellers’ request to authorize entry into
this Agreement and to complete the transactions contemplated hereby, which notices shall be
subject to Purchaser’s prior written approval, which approval shall not be unreasonably withheld.
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ARTICLE 3
REPRESENTATIONS AND WARRANTIES OF PURCHASER
As an inducement to Sellers to enter into this Agreement and to consummate the
transactions contemplated by this Agreement, Purchaser hereby represents, warrants and
covenants to Sellers as to the following matters as of the Signing Date and, except as otherwise
provided herein, shall be deemed to remake all of the following representations, warranties and
covenants as of the Closing Date:
3.1
Authorization. Purchaser has full power and authority to enter into this Agreement
and has full power and authority to perform its obligations hereunder and to carry out the
transactions contemplated hereby. No additional internal consents are required in order for
Purchaser to perform its obligations and agreements hereunder.
3.2
Binding Agreement. This Agreement has been duly and validly executed and
delivered by Purchaser and, assuming due and valid execution by Sellers, subject to entry of the
Sale Order, this Agreement constitutes a valid and binding obligation of Purchaser enforceable in
accordance with its terms subject to: (a) applicable bankruptcy, reorganization, insolvency,
moratorium and other laws affecting creditors’ rights generally from time to time in effect, and (b)
limitations on the enforcement of equitable remedies.
3.3
Organization and Good Standing. Purchaser is a corporation duly organized,
validly existing and in good standing under the laws of the State of California, is or will be duly
authorized to transact business in the State of California, and has full power and authority to own,
operate and lease its properties and to carry on its business as now conducted.
3.4
No Violation. Except as set forth in Schedule 3.4, neither the execution and
delivery by Purchaser of this Agreement nor the consummation of the transactions contemplated
hereby nor compliance with any of the material provisions hereof by Purchaser will: (a) violate,
conflict with or result in a breach of any material provision of the Articles of Incorporation, Bylaws
or other organizational documents of Purchaser or any contract, lease or other instrument by which
Purchaser is bound; (b) require any approval or consent of, or filing with, any governmental agency
or authority, (c) violate any law, rule, regulation, or ordinance to which Purchaser is or may be
subject, (d) violate any judgment, order or decree of any court or other governmental agency or
authority to which Purchaser is subject.
3.5
Brokers and Finders. Neither Purchaser nor any affiliate thereof nor any officer or
director thereof has engaged any finder or broker in connection with the transactions contemplated
hereunder.
3.6
Representations of Sellers. Purchaser acknowledges that it is purchasing the Assets
on an “AS IS, WHERE IS” basis (as more particularly described in Section 1.12), and that
Purchaser is not relying on any covenant, representation or warranty (expressed or implied, oral or
otherwise) made on behalf of any Seller other than as expressly set forth in this Agreement.
Purchaser further acknowledges that no Seller is making any representations or warranties herein
relating to the Assets or the operation of the Hospital on and after the Effective Time.
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3.7
Legal Proceedings. Except as described on Schedule 3.7, there are no claims,
proceedings or investigations pending or, to the best knowledge of Purchaser, threatened relating
to or affecting Purchaser or any affiliate of Purchaser before any court or governmental body
(whether judicial, executive or administrative) in which an adverse determination would materially
adversely affect the properties, business condition (financial or otherwise) of Purchaser or any
affiliate of Purchaser or which would adversely affect Purchaser’s ability to consummate the
transactions contemplated hereby. Neither Purchaser nor any affiliate of Purchaser is subject to
any judgment, order, decree or other governmental restriction specifically (as distinct from
generically) applicable to Purchaser or any affiliate of Purchaser which materially adversely
affects the condition (financial or otherwise), operations or business of Purchaser or any affiliate
of Purchaser or which would adversely affect Purchaser’s ability to consummate the transactions
contemplated hereby.
3.8
No Knowledge of a Seller’s Breach. Neither Purchaser nor any of its affiliates has
knowledge of any breach of any covenant, representation or warranty by any Seller or of any other
condition or circumstance that would give Purchaser a right to terminate this Agreement pursuant
to Section 9.1(c). If information comes to Purchaser’s attention on or before the Closing Date
(whether through a Seller or otherwise and whether before or after the Signing Date) which
indicates that Sellers have breached any of their covenants, representations or warranties under
this Agreement, then the effect shall be as if the covenants, representations and warranties had
been modified in this Agreement in accordance with the actual state of facts existing prior to the
Effective Time such that there will be no breach under Sellers’ covenants, representations and
warranties in relation to such information; provided, however, that Purchaser must immediately
notify Sellers if any such breach comes to its attention on or before the Closing Date, and
Purchaser’s failure to so notify Sellers shall constitute a waiver by Purchaser of Sellers’ breach, if
any, of any covenant, representation or warranty. If any such information comes to Purchaser’s
attention on or before the Closing Date (whether through a Seller or otherwise, including through
updated schedules, and whether before or after the Signing Date) that would give Purchaser a right
to terminate this Agreement pursuant to Section 9.1(c), Purchaser must immediately notify Sellers
if any such information comes to its attention on or before the Closing Date, and Purchaser’s failure
to so notify Sellers shall constitute a waiver of such right in relation to the relevant breach.
3.9
Ability to Perform. Purchaser will have at the Closing immediately available funds
in cash, which are sufficient to pay the Purchase Price and to pay any other amounts payable
pursuant to this Agreement and to consummate the transactions contemplated by this Agreement.
In furtherance of the foregoing, Purchaser has provided Seller with evidence of such available
funds in deposit accounts with recognized banking institutions and shall maintain such deposit
accounts with a balance of not less than Forty Million Dollars ($40,000,000) at all times until the
Closing.
3.10 Purchaser Knowledge. References in this Agreement to “Purchaser’s knowledge”
or “the knowledge of Purchaser” means the actual knowledge of the Chief Executive Officer, Chief
Financial Officer or Chief Operating Officer of Purchaser, without independent research. No
constructive or imputed knowledge shall be attributed to any such individual by virtue of any
position held, relationship to any other person or for any other reason.
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3.11 Investigation. Purchaser has been afforded reasonable access to, and has been
provided adequate time to review, the books, records, information, operations, facilities and
personnel of each Seller and the Hospital for purposes of conducting a due diligence investigation
of each Seller and the Hospital. Purchaser has conducted a reasonable due diligence investigation
of each Seller and the Hospital and has received satisfactory answers to all inquiries it has made
respecting each Seller and the Hospital and has received all information it considers necessary to
make an informed business evaluation of each Seller and the Hospital. In connection with its due
diligence investigation of each Seller and the Hospital, Purchaser has not relied upon any books,
records, information, operations, facilities and personnel provided by any Seller, including in
making its determination to enter into this Agreement and/or consummate the transactions
contemplated hereby. Purchaser has completed all of its due diligence of Sellers and the Hospital
and this Agreement is not subject to any further due diligence of Sellers and the Hospital by
Purchaser.
ARTICLE 4
COVENANTS OF SELLERS
4.1

Access and Information; Inspections.

4.1.1 From the Signing Date through the Effective Time: (a) each Seller shall
afford to the officers and agents of Purchaser (which shall include accountants, attorneys, bankers
and other consultants and authorized agents of Purchaser) reasonable access during normal
business hours at Sellers’ corporate headquarters in Los Angeles, California to, and the right to
inspect, the books, accounts, records and all other relevant documents and information with respect
to the assets, liabilities and business of the Hospital and the plant and property of the Hospital at
the Hospital, and (b) each Seller shall furnish Purchaser with such additional financial and
operating data and other information in such Seller’s possession as to businesses and properties of
the Hospital as Purchaser or its representatives may from time to time reasonably request;
provided, however, that Sellers are not obligated to disclose information which is proprietary to
Sellers and would not be essential to the ongoing operation of the Hospital by Purchaser; provided,
further, that all disclosures of information shall be consistent with the confidentiality agreements
and any other non-disclosure agreements entered into (or to be entered into) among Purchaser, its
representatives and Seller(s). Purchaser’s right of access and inspection shall be exercised in such
a manner as not to interfere unreasonably with the operations of any Seller or the Hospital.
4.1.2 Notwithstanding anything contained herein, no Seller shall be required to
provide Purchaser or its representatives or agents access to or disclose information where such
access or disclosure would violate the rights of its patients, jeopardize the attorney-client or similar
privilege with respect to such information or contravene any law, judgment, fiduciary duty or
contract entered into prior to or on the date of this Agreement with respect to such information.
4.2

Cooperation.

4.2.1 Each Seller shall reasonably cooperate with Purchaser and its authorized
representatives and attorneys: (a) in Purchaser’s efforts to obtain all consents, approvals,
authorizations, clearances and licenses required to carry out the transactions contemplated by this
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Agreement (including, without limitation, those of governmental and regulatory authorities) or
which Purchaser reasonably deems necessary or appropriate, (b) in the preparation of any
document or other material which may be required by any governmental agency as a predicate to
or result of the transactions contemplated in this Agreement, and (c) in Purchaser’s efforts to
effectuate the assignment of Assigned Contracts to Purchaser as of the Closing Date. Except as
may be otherwise requested by a Seller in order to comply with applicable law or regulatory
guidance, notwithstanding anything contained herein, other than Bankruptcy Court orders and
authorizations, it shall be Purchaser’s sole responsibility (including payment of any fees, expenses,
filings costs or other amounts) to obtain the Contract and Lease Consents, as well as all
governmental consents, approvals, assignments, authorizations, clearances and licenses required
to: (x) carry out the transactions contemplated by this Agreement, including but not limited to
medical licenses, and/or (y) transfer any of the Assets, including any Licenses. To the extent
Purchaser needs certain information and data which is in the possession of a Seller in order for
Purchaser to complete Purchaser’s license and permit approval applications, Purchaser shall
receive, upon request, reasonable assistance from such Seller in connection with the provision of
such information.
4.2.2 Notwithstanding any provision to the contrary contained in this Agreement
(including Section 8.6), no Seller shall be obligated to obtain the approval or consent to the
assignment, to Purchaser, of any Assigned Contracts or Assigned Leases, from any party to any of
the Assigned Contracts or Assigned Leases even if any such contract or lease states that it is not
assignable without such party’s consent.
4.2.3 From the Signing Date until the Closing, the parties agree that Sellers may
update the Disclosure Schedule as necessary upon written notice to, and with the prior written
consent of (which consent shall not be unreasonably withheld), Purchaser, and the applicable
representation and warranty shall thereafter be deemed amended for all purposes by such updated
Disclosure Schedule. Notwithstanding the foregoing, should any exhibit or schedule not be
completed and attached hereto as of the Signing Date, Sellers and Purchaser shall promptly
negotiate in good faith any such exhibit or schedule, which exhibit or schedule must be acceptable
to each of Sellers and Purchaser in their reasonable discretion prior to being attached hereto.
4.3
Other Bidders. Purchaser expressly acknowledges and agrees that each Seller has
an obligation to seek out and determine the best and highest offer reasonably available for such
Seller’s assets in accordance with the Bankruptcy Code, and nothing herein shall amend, modify,
alter, diminish or affect such obligation.
4.4
Sellers’ Efforts to Close. Each Seller shall use its reasonable commercial efforts to
satisfy all of the conditions precedent set forth in ARTICLE 7 and ARTICLE 8 to its or Purchaser’s
obligations under this Agreement to the extent that such Seller’s action or inaction can control or
materially influence the satisfaction of such conditions; provided, however, that such Seller shall
not be required to pay or commit to pay any amount to (or incur any obligation in favor of) any
person (other than filing or application fees).
4.5
Termination Cost Reports. Hospital Seller shall file all Medicare, Medi-Cal and
any other termination cost reports required to be filed as a result of the consummation of: (a) the
transfer of the Assets of Hospital Seller to Purchaser, and (b) the transactions contemplated by this
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Agreement with respect to Hospital Seller, provided that Purchaser shall fund reasonable costs and
expenses of preparation, filing and audit of such reports. Purchaser shall permit each Seller access
to all Hospital books and records to prepare such reports and shall assist such Seller in the process
of preparing, filing, and reviewing the termination cost reports. All such termination cost reports
shall be filed by Hospital Seller in a manner that is consistent with current laws, rules and
regulations. Hospital Seller shall be responsible for filing governmental cost reports for the period
of January 1, 2020 through the Licensure Date. Purchaser shall be responsible for its own cost
report filings relating to the Hospital beginning on the day immediately following the Licensure
Date.
4.6
Conduct of the Business. From the Signing Date until the Closing, or the earlier
termination of this Agreement, without the prior written consent of Purchaser, Sellers shall, with
respect to the ownership of the Assets and the operation of the Hospital, use commercially
reasonable efforts to (except as otherwise noted):
without regard to any Material Adverse Effect, carry on Sellers’ ownership
(a)
of the Assets and the operation of the Hospital consistent with past practice, but subject to the
Bankruptcy Cases and Sellers’ obligations and actions in connection therewith;

(b)
without regard to any Material Adverse Effect, maintain in effect the
insurance and equipment replacement coverage with respect to the Assets;
without regard to any Material Adverse Effect, if and as permitted by the
(c)
Bankruptcy Court, pay any bonuses payable under the Key Employee Retention Plan and Key
Employee Incentive Plan of Sellers;

(d)
without regard to any Material Adverse Effect, maintain the Assets in
materially the same condition as at present, ordinary wear and tear excepted;
(e)
without regard to any Material Adverse Effect, perform its obligations
under all contracts with respect to the Assets in compliance with the Bankruptcy Code;
(f)
following entry of the Sale Order, permit and allow reasonable access by
Purchaser and its representatives (which shall include the right to send written materials, all of
which shall be subject to Sellers’ reasonable approval prior to delivery) to make offers of postClosing employment to any of Sellers’ personnel (including access by Purchaser and its
representatives for the purpose of conducting open enrollment sessions for Purchaser’s employee
benefit plans and programs) and to establish relationships with physicians, medical staff and others
having business relations with Sellers;
(g)
with respect to material deficiencies, if any, cited by any governmental
authority (other than the Attorney General of the State of California and other than with respect to
seismic requirements) or accreditation body in the most recent surveys conducted by each, cure or
develop and timely implement a plan of correction (without regard to Material Adverse Effect)
that is reasonably acceptable to such governmental authority or such accreditation body;
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(h)
timely file or cause to be filed all material reports, notices and tax returns
required to be filed and pay all required taxes as they come due, unless such failure would not have
a Material Adverse Effect;
in accordance with the Sellers’ budget under their debtor in possession
(i)
financing, timely pay any fees that are or become due and payable under QAF IV, QAF V, and
QAF VI;
without regard to any Material Adverse Effect, comply in all material
(j)
respects with all Legal Requirements (including Environmental Laws) applicable to the conduct
and operation of the Hospital; and

(k)
without regard to any Material Adverse Effect, maintain all material
approvals, permits and environmental permits relating to the Hospital and the Assets.
4.7
Contract With Unions. Representatives of Sellers who are parties to collective
bargaining agreements and Purchaser shall meet and confer from time to time as reasonably
requested by either party to discuss strategic business options and alternative approaches in
negotiating each collective bargaining agreement. The applicable Sellers and Purchaser shall each
participate in all union negotiations related to any specific collective bargaining agreement.
Promptly following the Signing Date, applicable Sellers shall use commercially reasonable efforts
to initiate discussions with Purchaser and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. The applicable Sellers will
not unreasonably withhold, condition or delay approval or implementation of any successfully
renegotiated collective bargaining agreement. The parties recognize that an applicable Seller’s
failure to secure a modification to any collective bargaining agreement, or to conclude a successor
collective bargaining agreement shall not be a breach of Sellers’ obligation under this Agreement,
provided that if the unions refuse to negotiate, or otherwise are not timely, reasonable or realistic
in renegotiating, the collective bargaining agreements during the period between the Signing Date
and the Closing Date, Sellers and Purchaser will jointly consider, and negotiate mutually in good
faith, alternative approaches that may be available and/or necessary to reduce Sellers’ labor cost
structure, including, but not limited to, seeking to reject the collective bargaining agreement(s).
4.8
Indemnity Escrow Agreement. Purchaser and Sellers will enter into a mutually
acceptable form of indemnity escrow agreement (the “Indemnity Escrow Agreement”) providing
for an indemnity escrow fund in an amount equal to ten percent (10%) of the Cash Consideration
(the “Indemnity Escrow Fund”) pursuant to which Sellers shall indemnify, defend and hold
harmless Purchaser from and against any losses incurred or suffered by Purchaser, directly or
indirectly, as a result of or arising from: (a) any breach of any Sale Order Date Representation;
(b) nonfulfillment of any covenant, agreement or other obligation of Sellers set forth in this
Agreement or in any other related agreement or instrument; or (c) the Excluded Liabilities. Such
Indemnity Escrow Agreement shall have a term of twelve (12) months following the Closing Date
(the “Escrow Period”), with the remaining balance of escrow funds to be released to Sellers at the
end of such Escrow Period, subject to retention of funds for any pending indemnity claims.
4.9
Transferred Private Payor Agreements. As more particularly set forth in Exhibit
4.9, the parties intend that all rights and obligations under the Transferred Private Payor
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Agreements for dates of service prior to the Closing Date shall be Sellers’ responsibility and all
rights and obligations under the Transferred Private Payor Agreements for dates of service after
the Closing Date shall be Purchaser’s responsibility.
4.10 Insurance Coverage. Sellers, at their sole cost and expense, shall renew for the
policy period 3/31/20-3/31/21 and maintain professional and general liability insurance coverage
for the Seller Hospital through Verity’s captive insurance company on the same terms as provided
in Policy No. DOC PLGL-26000-019 in effect for the period 3/31/19-3/31/20, which terms include
an automatic Extended Reporting Period of thirty (30) days, and Sellers, at their sole cost and
expense, shall, together with and for the same periods as the foregoing insurance coverage,
maintain excess and umbrella coverage for professional and general liability coverage in an
amount of at least $15 million per claim and annual aggregate limits.
ARTICLE 5
COVENANTS OF PURCHASER
5.1
Purchaser’s Efforts to Close. Purchaser shall use its reasonable commercial efforts
to satisfy all of the conditions precedent set forth in ARTICLE 7 and ARTICLE 8 to its or Sellers’
obligations under this Agreement to the extent that Purchaser’s action or inaction can control or
materially influence the satisfaction of such conditions. Prior to consummation of the transactions
contemplated hereby or the termination or expiration of this Agreement, Purchaser shall be
permitted to communicate and meet with: (a) counter-parties to the agreements and contracts of
the Hospital, including those included in Transferred Obligations, regarding the terms and
conditions under which they may be assumed and assigned to Purchaser, and (b) applicable
governmental and regulatory authorities regarding prospective compliance with regulatory
requirements and related issues; so long as, in the case of each of (a) and (b): (i) such
communications and meetings do not interfere with the operation of the Business or the conduct
of the Bankruptcy Cases, and (ii) any communications or meetings with any governmental
authority are approved in advance by Sellers as to timing and content (and Sellers are copied on
such communications and afforded the opportunity to participate in such meetings).
5.2
Required Governmental Approvals. Purchaser, at its sole cost and expense: (a)
shall use its best efforts to secure, as promptly as practicable before the Closing Date, all consents,
approvals (or exemptions therefrom), authorizations, clearances and licenses required to be
obtained from governmental and regulatory authorities in order to carry out the transactions
contemplated by this Agreement and to cause all of its covenants and agreements to be performed,
satisfied and fulfilled (and provide Sellers copies of all materials relating to such consents,
approvals, authorizations, clearances and licenses upon submission and all materials received from
third parties in connection with such consents, approvals, authorizations, clearances and licenses
upon receipt), and (b) will provide such other information and communications to governmental
and regulatory authorities as any Seller or such authorities may reasonably request. Purchaser will
provide Sellers periodic and timely updates regarding all such consents, approvals, authorizations,
clearances and licenses. Purchaser is responsible for all filings with and requests to governmental
authorities necessary to enable Purchaser to operate the Hospital at and after the Closing Date,
subject to the IMA. Purchaser shall, promptly, but no later than thirty (30) business days after the
entry of the Sale Order or sooner if required by applicable governmental or regulatory authorities,
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file all applications, licensing packages and other similar documents with all applicable
governmental and regulatory authorities which are a prerequisite to obtaining the material licenses,
permits, authorizations and provider numbers necessary for operation of the Hospital. Purchaser
shall be entitled, but not obligated, to obtain the Contract and Lease Consents. Purchaser shall be
entitled, but not obligated, to solicit and obtain estoppel certificates from any third party to any
Leased Real Property. Purchaser’s failure to obtaining any or all of the Contract and Lease
Consents or estoppel certificates as of the Closing Date shall not be a condition precedent to either
party’s obligation to close the transactions contemplated by this Agreement. Notwithstanding the
foregoing, for the avoidance of doubt, it is acknowledged that the California Attorney General (the
“CA AG”) approval process of the proposed transaction in accordance with Section 5914 of the
California Corporations Code shall be governed exclusively by Section 5.6 and Section 8.5 of this
Agreement.
5.3

Certain Employee Matters.

(a)
Purchaser agrees to make offers of employment, effective as of the
Effective Time, to substantially all persons (whether such persons are full time employees, parttime employees, on short-term or long-term disability or on leave of absence, military leave or
workers compensation leave); provided, that such employees satisfy Purchaser’s screening and
required employment background checks and meet the customary and reasonable conditions and
qualifications for their respective positions (the “Hospital Employees”) who, immediately prior
to the Effective Time are: (i) employees of Hospital Seller; (ii) employees of any affiliate of any
Seller which employs individuals at the Hospital and are listed on Schedule 5.3; or (iii) employed
by an affiliate of any Seller and are listed on Schedule 5.3. For the avoidance of doubt, the
Hospital Employees shall not include any employees of Verity or any other affiliate of Seller
unless such individual is listed on Schedule 5.3. Any of the Hospital Employees who accept an
offer of employment with Purchaser as of or after the Effective Time shall be referred to in this
Agreement as the “Hired Employees.” All employees who are Hired Employees shall cease to
be employees of the applicable Seller or its affiliates as of the Effective Time.
(b)
Purchaser shall give all Hired Employees full credit for paid time off
(“PTO”) accruing but unused under applicable Seller’s PTO policy as of the Closing Date, with
the amount of such PTO to be credited against the Purchase Price at the Closing;
(c)
After the Closing Date, Purchaser’s human resources department will give
reasonable assistance to Hospital Seller and its affiliates with respect to such Seller’s and such
Seller’s affiliates’ post-Closing administration of such Seller’s and such Seller’s affiliates’ preClosing employee benefit plans for the Hospital Employees. Within five (5) business days after
the Closing Date, Purchaser shall provide to Hospital Seller a list of all the Hospital Employees
who were offered employment by Purchaser but refused such employment along with a list of
all Hired Employees (which such list Purchaser shall periodically update).
(d)
With respect to any collective bargaining agreements or labor contract
with respect to any employees, Purchaser shall comply with the applicable laws and bankruptcy
court orders relating to collective bargaining agreements or labor contracts. Nothing herein shall
obligate Purchaser to accept Hospital Seller’s collective bargaining agreements or labor
contracts.
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(e)
The provisions of this Section 5.3 are solely for the benefit of the parties
to this Agreement, and no employee or former employee or any other individual associated
therewith or any employee benefit plan or trustee thereof shall be regarded for any purpose as a
third party beneficiary of this Agreement, and nothing herein shall be construed as an amendment
to any employee benefit plan for any purpose.
5.4
Excluded Assets. As soon as practicable after the Closing Date, Purchaser shall
deliver to each Seller or such Seller’s designee any Excluded Assets of such Seller found at the
Hospital on and after the Effective Time, without imposing any charge on any Seller for
Purchaser’s storage or holding of same on and after the Effective Time.
5.5
Waiver of Bulk Sales Law Compliance. Purchaser hereby waives compliance by
Sellers with the requirements, if any, of Article 6 of the Uniform Commercial Code as in force in
any state in which the Assets are located and all other laws applicable to bulk sales and transfers.
5.6
Attorney General. Promptly after entry of the Sale Order, but in any event within
two (2) business days thereafter, Purchaser and Sellers shall notify the CA AG of the proposed
transaction in accordance with Section 5914 of the California Corporations Code. Purchaser and
Sellers shall use commercially reasonable efforts to file any other such filings and notices as soon
as reasonably practicable, shall provide such other information as the CA AG shall request, and
shall generally use their commercially reasonable efforts to obtain the CA AG’s approval of the
transaction. Purchaser shall provide such information and communications to the CA AG as
Sellers may reasonably request and shall otherwise cooperate with Sellers in obtaining the
Attorney General’s approval of the transaction.
5.7
Conduct Pending Closing. Prior to consummation of the transactions contemplated
hereby or the termination or expiration of this Agreement pursuant to its terms, unless Sellers shall
otherwise consent in writing, Purchaser shall not take any action or fail or omit to take any action
which would cause any of Purchaser’s representations and warranties set forth in ARTICLE 3 to
be inaccurate or untrue as of the Closing.
5.8
Cure Costs. On or about the Closing Date, Sellers (from the proceeds of the
Purchase Price) shall pay an amount equal to the Cure Costs to each counterparty to an Assigned
Contract and Assigned Lease so that each such Assigned Contract and Assigned Lease may be
assumed by the applicable Seller and assigned to Purchaser in accordance with the provisions of
section 365 of the Bankruptcy Code. For purposes of this Agreement, “Cure Costs”, means all
amounts that must be paid and all obligations that otherwise must be satisfied, including pursuant
to sections 365(b)(1)(A) and (B) of the Bankruptcy Code in connection with the assumption and/or
assignment of the Assigned Contracts and Assigned Leases to Purchaser as provided herein.
5.9
Operating Covenant. Purchaser shall act in good faith and use Purchaser’s
commercially reasonable efforts to serve the medical needs of the Hospital’s service area.
5.10 Contract with Unions. Representatives of Sellers who are parties to collective
bargaining agreements and Purchaser shall meet and confer from time to time as reasonably
requested by either party to discuss strategic business options and alternative approaches in
negotiating each collective bargaining agreement. The applicable Sellers and Purchaser shall each
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participate in all union negotiations related to any specific collective bargaining agreement.
Promptly following the Signing Date, applicable Sellers shall use commercially reasonable efforts
to initiate discussions with Purchaser and conduct discussions to renegotiate each collective
bargaining agreement currently in effect with each applicable union. The applicable Sellers will
not unreasonably withhold, condition or delay approval or implementation of any successfully
renegotiated collective bargaining agreement to be assigned to Purchaser. The parties recognize
that an applicable Seller’s failure to secure a modification to any collective bargaining agreement,
or to conclude a successor collective bargaining agreement shall not be a breach of Sellers’
obligation under this Agreement. In addition, Sellers may, in their discretion, seek to reject any
or all of the collective bargaining agreement(s).
5.11 Cooperation. From the Signing Date until the Closing, the parties agree that Sellers
may update the Disclosure Schedule as necessary upon written notice to, and with the prior written
consent of (which consent shall not be unreasonably withheld), Purchaser, and the applicable
representation and warranty shall thereafter be deemed amended for all purposes by such updated
Disclosure Schedule. Notwithstanding the foregoing, should any exhibit or schedule not be
completed and attached hereto as of the Signing Date, Sellers and Purchaser shall promptly
negotiate in good faith any such exhibit or schedule, which exhibit or schedule must be acceptable
to each of Sellers and Purchaser in their reasonable discretion prior to being attached hereto.
ARTICLE 6
SELLERS’ BANKRUPTCY AND BANKRUPTCY COURT APPROVAL
6.1

Bankruptcy Court Approval.

(a)
Sellers and Purchaser acknowledge that this Agreement and the sale of
the Assets and the assumption and assignment of the Assigned Contracts and Assigned Leases
are subject to Bankruptcy Court approval pursuant to sections 105(a), 363(b), 363(m), 363(f),
and 365 of the Bankruptcy Code, and that this Agreement is subject to termination in its entirety
in the event the Bankruptcy Court approves a better and higher offer for the Assets in accordance
with the Bankruptcy Code and subject to the terms stated herein.
(b)
Each Seller shall at the Sale Hearing exercise reasonable efforts to obtain
a “Sale Order”, in a form acceptable to Purchaser in its reasonable discretion, approving this
Agreement, subject to such Seller’s obligations in respect of any better and higher offer for such
Seller’s assets in accordance with the Bankruptcy Code. For purposes of this Agreement, the
term “Sale Order” shall mean an order of the Bankruptcy Court authorizing the sale of the
Assets (including the assumption and assignment of the Assigned Contracts and Assigned
Leases) to Purchaser consistent with this Agreement and in a form satisfactory to Purchaser in
its reasonable discretion pursuant to sections 105(a), 363(b), 363(m), 363(f), and 365 of the
Bankruptcy Code, which is not stayed.
(c)
Each Seller must obtain Bankruptcy Court approval of the sale
contemplated herein with a determination that Purchaser is a good faith purchaser pursuant to
section 363(m) of the Bankruptcy Code and to file such declarations and other evidence as may
be required to support a finding of good faith.
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(d)
Each Seller shall seek an order from the Bankruptcy Court retaining
jurisdiction over all matters relating to claims against such Seller as debtor and the Sale Order
solely in the Bankruptcy Court.
6.2
Appeal of Sale Order. In the event an appeal is taken or a stay pending appeal is
requested from any sale order issued by the Bankruptcy Court, Sellers shall immediately notify
Purchaser of such appeal or stay request and shall provide to Purchaser promptly a copy of the
related notice of appeal or order of stay. Sellers shall also provide Purchaser with written notice
of any motion or application filed in connection with any appeal from either of such orders. In the
event of an appeal of a sale order, Sellers shall be primarily responsible for drafting pleadings and
attending hearings as necessary to defend against the appeal; provided, however, Purchaser, at its
option, shall have the right to participate as a party in interest in such appeal. In the event a stay is
issued by any appellate court, including the United States District Court, Bankruptcy Appellate
Panel, and Circuit Court of Appeal, which prevents the sale from closing, as scheduled, Purchaser
shall have the right to terminate this Agreement if such stay is not vacated on or before 45 days
from the date the stay is issued, and Purchaser shall be entitled to the prompt return of the Deposit
and any interest earned thereon. Notwithstanding the foregoing, for the avoidance of doubt, it is
acknowledged that the provisions of Section 8.5 shall govern with respect to any Bankruptcy Court
order relating to the CA AG approval process.
ARTICLE 7
CONDITIONS PRECEDENT TO OBLIGATIONS OF SELLERS
Sellers’ obligation to sell the Assets and to close the transactions as contemplated by this
Agreement shall be subject to the satisfaction of each of the following conditions on or prior to the
Closing Date unless specifically waived in writing by Sellers in whole or in part at or prior to the
Closing:
7.1
Signing and Delivery of Instruments. Purchaser shall have executed and delivered
all documents, instruments and certificates required to be executed and delivered pursuant to the
provisions of this Agreement.
7.2
No Restraints. No temporary restraining order, preliminary or permanent
injunction or other order preventing the consummation of the transactions contemplated in this
Agreement shall have been issued by any court of competent jurisdiction or any other
governmental body and shall remain in effect on the Closing Date, and further, no governmental
entity shall have commenced any action or suit before any court of competent jurisdiction or other
governmental authority that seeks to restrain or prohibit the consummation of the transactions
contemplated hereby.
7.3
Performance of Covenants. Purchaser shall have in all respects performed or
complied with each and all of the obligations, covenants, agreements and conditions required to
be performed or complied with by it on or prior to the Closing Date.
7.4
Governmental Authorizations. Purchaser shall have obtained all material licenses,
permits and authorizations from governmental agencies or governmental bodies that are necessary
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or required for completion of the transactions contemplated by this Agreement, including
reasonable assurances that any material licenses, permits and authorizations not actually issued as
of the Closing will be issued following Closing (which may include oral assurances from
appropriate governmental agencies or bodies).
7.5
Attorney General Provisions. The conditions to Purchaser’s obligations to close
set forth in Section 8.5 shall have been satisfied.
7.6

Bankruptcy Court Approval. The Bankruptcy Court shall have entered the Sale

Order.
ARTICLE 8
CONDITIONS PRECEDENT TO OBLIGATIONS OF PURCHASER
Purchaser’s obligation to purchase the Assets and to close the transactions contemplated
by this Agreement shall be subject to the satisfaction of each of the following conditions on or
prior to the Closing Date unless specifically waived in writing by Purchaser in whole or in part at
or prior to the Closing.
8.1
Bankruptcy Court Approval. The Bankruptcy Court shall have entered the Sale
Order and made a finding that Purchaser is a “good faith” purchaser under section 363(m) of the
Bankruptcy Code. For the avoidance of doubt, it is acknowledged that Section 8.5 shall govern
with respect to any Bankruptcy Court order relating to the CA AG approval process.
8.2
Signing and Delivery of Instruments. Sellers shall have executed and delivered all
documents, instruments and certificates required to be executed and delivered pursuant to all of
the provisions of this Agreement.
8.3
Performance of Covenants. Sellers shall have in all material respects performed or
complied with each and all of the obligations, covenants, agreements and conditions required to
be performed or complied with by Sellers on or prior to the Closing Date, except where the failure
to so perform or comply would not have a Material Adverse Effect; provided, however, this
condition will be deemed to be satisfied unless Sellers were given written notice of such failure to
perform or comply and did not or could not cure such failure to perform or comply within fifteen
(15) business days after receipt of such notice.
8.4
No Restraints. No temporary restraining order, preliminary or permanent
injunction or other order preventing the consummation of the transactions contemplated in this
Agreement shall have been issued by any court of competent jurisdiction and shall remain in effect
on the Closing Date, and further, no governmental entity shall have commenced any action or suit
before any court of competent jurisdiction or other governmental authority that seeks to restrain or
prohibit the consummation of the transactions contemplated hereby. For the avoidance of doubt,
it is acknowledged that Section 8.5 shall govern with respect to any Bankruptcy Court order
relating to the CA AG approval process.
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8.5
Attorney General Provisions.
Purchaser recognizes that the transactions
contemplated by this Agreement may be subject to review and approval of the CA AG. Purchaser
agrees to close the transactions contemplated by this Agreement so long as any conditions imposed
by the CA AG are substantially consistent with the conditions set forth in Schedule 8.5. In the
event the CA AG imposes conditions on the transactions contemplated by this Agreement which
are not as set forth on Schedule 8.5 (the “Additional Conditions”), Sellers must file a motion
with the Bankruptcy Court seeking the entry of an order finding that the Additional Conditions are
an “interest in property” for purposes of 11 U.S.C. § 363(f), and that the Assets can be sold free
and clear of the Additional Conditions. If Sellers do not obtain such an order, from the Bankruptcy
Court or another court, within thirty (30) days of the CA AG’s imposition of conditions
inconsistent with the conditions set forth in Schedule 8.5, Purchaser shall have the right, in
Purchaser’s sole and absolute discretion, to terminate this Agreement and receive the return of its
Deposit. If Sellers obtain such an order, from the Bankruptcy Court or another court, within the
aforesaid thirty (30) period, then, so long as such order is not stayed, the condition precedent of
obtaining the CA AG’s approval shall be deemed satisfied.
8.6
Medicare and Medi-Cal Provider Agreements. Hospital Seller shall enter into a
settlement agreement with the Centers for Medicare and Medicaid Services (“CMS”) which has
the effect of allowing Hospital Seller to transfer its Medicare provider agreements in accordance
with the IMA and Leaseback Agreement and shall enter into a settlement agreement with the
California Department of Health Care Services (“DHCS”) which has the effect of allowing
Hospital Seller to transfer its Medi-Cal provider agreements in accordance with the IMA and
Leaseback Agreement, which such settlement agreements shall result in: (i) resolution of all
outstanding financial defaults under Hospital Seller’s Medicare and Medi-Cal provider
agreements, and (ii) full satisfaction, discharge, and release of any claims under the Medicare or
Medi-Cal provider agreements, whether known or unknown, that CMS or DHCS, as applicable,
has against Hospital Seller or Purchaser for monetary liability arising under the Medicare or MediCal provider agreements before the Effective Time; provided, however, that Purchaser
acknowledges that it will succeed to the quality history associated with the relevant Medicare or
Medi-Cal provider agreements assigned and shall be treated, for purposed of survey and
certification issues as if it is Hospital Seller and no change of ownership occurred.
8.7
Title Policies. Purchaser shall have received commitments for issuance as of the
Closing Date one or more ALTA title insurance policies for the Owned Real Property which are
substantially similar to those commitments referenced in Schedule 8.7, with such modifications
as are specifically referenced in Schedule 8.7.
8.8
Phase I Environmental Survey. Purchaser shall have received a Phase I
environmental survey covering the Owned Real Property which is substantially similar to the
Phase I environmental survey referenced in Schedule 8.8, and if recommended in such Phase I, a
Phase II environmental survey as so recommended.
8.9
Insurance. Sellers shall have obtained the insurance coverage to be maintained by
Sellers as provided for in Section 4.10.
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ARTICLE 9
TERMINATION
9.1

Termination. This Agreement may be terminated at any time prior to Closing:
(a)

by the mutual written consent of the parties;

(b)
by Sellers if a material breach of this Agreement has been committed by
Purchaser and such breach has not been: (i) waived in writing by Sellers, or (ii) cured by
Purchaser to the reasonable satisfaction of Sellers within fifteen (15) business days after service
by Sellers upon Purchaser of a written notice which describes the nature of such breach;
(c)
by Purchaser if a material breach of this Agreement has been committed
by Sellers and such breach has not been: (i) waived in writing by Purchaser, or (ii) cured by
Sellers to the reasonable satisfaction of Purchaser within fifteen (15) business days after service
by Purchaser upon Sellers of a written notice which describes the nature of such breach;
(d)
by Purchaser if satisfaction of any of the conditions in ARTICLE 8 has
not occurred by September 1, 2020, or becomes impossible, and Purchaser has not waived such
condition in writing (provided that the failure to satisfy any of the applicable condition or
conditions in Sections 8.1 through 8.4 inclusive has occurred by reason other than: (i) through
the failure of Purchaser to comply with its obligations under this Agreement, or (ii) Sellers’
failure to provide their closing deliveries on the Closing Date as a result of Purchaser not being
ready, willing and able to close the transaction on the Closing Date).
(e)
by Sellers if satisfaction of any of the conditions in ARTICLE 7 has not
occurred by September 1, 2020, or becomes impossible, and Sellers have not waived such
condition in writing (provided that the failure to satisfy the applicable condition or conditions
has occurred by reason other than: (i) through the failure of Sellers to comply with their
obligations under this Agreement, or (ii) Purchaser’s failure to provide its closing deliveries on
the Closing Date as a result of Sellers not being ready, willing and able to close the transaction
on the Closing Date);
(f)
by either Purchaser or Sellers if the Bankruptcy Court enters an order
dismissing the Bankruptcy Cases or fails to issue a Sales Order (as defined in Section 6.1(b))
approving this Agreement on or before August 1, 2020;
(g)
by either Purchaser or Sellers if the Closing has not occurred (other than
through the failure of any party seeking to terminate this Agreement to comply fully with its
obligations under this Agreement) on or before September 1, 2020; or
(h)
by Purchaser if a force majeure event (such as acts of God, storms, floods,
landslides, earthquakes, lightning, riots, fires, pandemics (excluding any arising from the SARSCoV-2 virus or mutations therefrom or in connection with the disease COVID-19), sabotage,
civil commotion or civil unrest, interference by civil or military authorities, acts of war (declared
or undeclared) or armed hostilities, other national or international calamity, one or more acts of
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terrorism, or failure of energy sources) shall have occurred between the Signing Date and
Closing Date, which event is reasonably likely to result in a Material Adverse Effect.
9.2
Termination Consequences. If this Agreement is terminated pursuant to
Sections 6.2 or 9.1: (a) all further obligations of the parties under this Agreement shall terminate,
provided that the provisions of ARTICLE 12, shall survive; and (b) each party shall pay only its
own costs and expenses incurred by it in connection with this Agreement; provided, in the case of
any termination based on Sections 9.1(b) or (c) the consequences of such termination shall be
determined in accordance with ARTICLE 11 hereof. In addition, if this Agreement is terminated
pursuant to Sections 6.2 or 9.1 (other than Section 9.1(b)), Seller shall immediately return the
Deposit to Purchaser with all interest earned thereon. Each party acknowledges that the
agreements contained in this Section 9.2 are an integral part of the transactions contemplated by
this Agreement, that without these agreements such party would not have entered into this
Agreement.
ARTICLE 10
POST-CLOSING MATTERS
10.1

Excluded Assets.

Subject to Section 10.2 hereof, any Excluded Asset (or proceeds thereof): (a)
pursuant to the terms of this Agreement, (b) as otherwise determined by the parties’ mutual written
agreement, or (c) absent such agreement, as determined by adjudication by the Bankruptcy Court,
which comes into the possession, custody or control of Purchaser (or its respective successors-ininterest, assigns or affiliates) shall, within five (5) business days following receipt, and at no cost
to Sellers, be transferred, assigned or conveyed by Purchaser (and its respective successors-ininterest, assigns and affiliates) to the applicable Seller. Purchaser (and its respective successorsin-interest, assigns and affiliates) shall have neither the right to offset amounts payable to any
Seller under this Section 10.1 against, nor the right to contest its obligation to transfer, assign and
convey to any Seller because of, outstanding claims, liabilities or obligations asserted by Purchaser
against any Seller. If Purchaser does not remit any monies included in the Excluded Assets (or
proceeds thereof) to the applicable Seller in accordance with the first sentence of this Section 10.1,
such withheld funds shall bear interest at the Prime Rate in effect on the calendar day upon which
such payment was required to be made to Seller (the “Excluded Asset Due Date”) plus five
percent (5%) (or the maximum rate allowed by law, whichever is less), such interest accruing on
each calendar day after the Excluded Asset Due Date until payment of the Excluded Assets and all
interest thereon is made to the applicable Seller.
10.2

Preservation and Access to Records After the Closing.

(a)
From the Licensure Date until seven (7) years after the Licensure Date or
such longer period as required by law (the “Document Retention Period”), Purchaser shall keep
and preserve all medical records (including, without limitation, electronic medical records),
patient records, medical staff records and other books and records which are among the Assets
as of the Effective Time, but excluding any records which are among the Excluded Assets.
Purchaser will afford to the representatives of Sellers, any of their affiliates, the Official
35
US_Active\114503813\V-2

Case 2:18-bk-20151-ER

Doc 4360 Filed 03/29/20 Entered 03/29/20 21:17:14
Main Document
Page 97 of 150

Desc

Committee of the Unsecured Creditors of the Sellers, Sellers’ estate representative or any
liquidating trustee of the Sellers’ bankruptcy estate (“Seller Parties”), including their counsel
and accountants, full and complete access to, and copies (including, without limitation, color
laser copies) of, such records with respect to time periods prior to the Licensure Date (including,
without limitation, access to records of patients treated at the Hospital prior to the Licensure
Date) during normal business hours after the Licensure Date, to the extent reasonably needed by
any Seller Party for any lawful purpose. Purchaser acknowledges that, as a result of entering
into this Agreement and operating the Hospital, it will gain access to patient records and other
information which are subject to rules and regulations concerning confidentiality. Purchaser
shall abide by any such rules and regulations relating to the confidential information it acquires.
Purchaser shall maintain the patient and medical staff records at the Hospital in accordance with
applicable law and the requirements of relevant insurance carriers. After the expiration of the
Document Retention Period, if Purchaser intends to destroy or otherwise dispose of any of the
documents described in this Section 10.2(a), Purchaser shall provide written notice to Sellers of
Purchaser’s intention no later than forty-five (45) calendar days prior to the date of such intended
destruction or disposal. Any of the Seller Parties shall have the right, at its sole cost, to take
possession of such documents during such forty-five (45) calendar day period. If any of the
Seller Parties does not take possession of such documents during such forty-five (45) calendar
day period, Purchaser shall be free to destroy or otherwise dispose of such documentation upon
the expiration of such forty-five (45) calendar day period.
(b)
Provided that Purchaser shall not incur any out of pocket costs, Purchaser
shall give full cooperation to the Seller Parties and their insurance carriers in connection with
the administration of Sellers’ estate, including, without limitation, in connection with all claims,
actions, causes of action or audits relating to the Excluded Assets, Excluded Liabilities or preClosing operation of the Sellers or the Hospital that any Seller Party may elect to pursue, dispute
or defend, in respect of events occurring prior to the Closing Date with respect to the operation
of the Hospital, subject to the terms of the IMA. Such cooperation shall include, without
limitation, making the Hired Employees available for interviews, depositions, hearings and trials
and other assistance in connection with the administration of Sellers’ estate and such cooperation
shall also include making all of its employees available to assist in the securing and giving of
evidence and in obtaining the presence and cooperation of witnesses (all of which shall be done
without payment of any fees or expenses to Purchaser or to such employees); provided that
Purchaser shall not be required to incur any out of pocket costs in association therewith. In
addition, Sellers and their affiliates shall be entitled to remove from the Hospital originals of any
such records, but only for purposes of pending litigation involving the persons to whom such
records refer, as certified in writing prior to removal by counsel retained by Sellers or any of
their affiliates in connection with such litigation. Any records so removed from the Hospital
shall be promptly returned to Purchaser following Sellers’ or their applicable affiliate’s use of
such records.
(c)
In connection with: (i) the transition of the Hospital pursuant to the
transaction contemplated by this Agreement, (ii) Sellers’ rights to the Excluded Assets, (iii) any
claim, audit, or proceeding, including, without limitation, any tax claim, audit, or proceeding and
(iv) the Sellers’ obligations under the Excluded Liabilities, Purchaser shall after the Effective
Time give Sellers access during normal business hours to Purchaser’s books, personnel, accounts
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and records and all other relevant documents and information with respect to the assets, liabilities
and business of the Hospital as representatives of Sellers and their affiliates may from time to
time reasonably request, all in such manner as not to unreasonably interfere with the operations
of the Hospital.
(d)
Purchaser and its representatives shall be given access by Sellers during
normal business hours to the extent reasonably needed by Purchaser for business purposes to all
documents, records, correspondence, work papers and other documents retained by Sellers
pertaining to any of the Assets prior to the Effective Time (excluding confidential employee
information, privileged materials and patient records), all in such manner as to not interfere
unreasonably with Sellers. Such documents and other materials shall be, at Sellers’ option,
either: (i) copied by Sellers for Purchaser at Purchaser’s expense, or (ii) removed by Purchaser
from the premises, copied by Purchaser and promptly returned to Sellers.
(e)
Purchaser shall comply with, and be solely responsible for, all obligations
under the Standards for Privacy of Individually Identifiable Health Information (45 CFR Parts
160 and 164) promulgated pursuant to the Health Insurance Portability and Accountability Act
of 1996 with respect to the operation of the Hospital on and after the Closing Date.
(f)
Purchaser shall cooperate with Sellers, on a timely basis and as reasonably
requested by Sellers, in connection with the provision of all data of the Hospital and other
information required by Sellers for reporting to HFAP for the remainder of the quarterly period
in which the Closing has occurred.
(g)
To the maximum extent permitted by law, if any Person requests or
demands, by subpoena or otherwise, any documents relating to the Excluded Liabilities or
Excluded Assets, including without limitation, documents relating to the operations of any of the
Hospital or any of the Hospital’s committees prior to the Closing Date, subject to the IMA, prior
to any disclosure of such documents, Purchaser shall notify Sellers and shall provide Sellers with
the opportunity to object to, and otherwise coordinate with respect to, such request or demand.
(h)
Provision of Benefits of Certain Contracts. Notwithstanding anything
contained herein to the contrary, this Agreement shall not constitute an agreement to assign any
Assigned Contract or Assigned Lease, if, notwithstanding the provisions of Sections 363 and
365 of the Bankruptcy Code, an attempted assignment thereof, without the consent of the third
party thereto, would constitute a breach thereof or in any way negatively affect the rights of
Sellers or Purchaser, as the assignee of such Assigned Contract or Assigned Lease, as the case
may be, thereunder. If, notwithstanding the provisions of sections 363 and 365 of the Bankruptcy
Code, such consent or approval is required but not obtained, Sellers will cooperate with
Purchaser in any reasonable arrangement designed to both: (a) provide Purchaser with the
benefits of or under any such Assigned Contract or Assigned Lease, and (b) cause Purchaser to
bear all costs and obligations of or under any such Assigned Contract or Assigned Lease.
Further, notwithstanding anything contained in this Agreement to the contrary, this Agreement
shall not constitute an agreement to assign any Account Receivable the assignment of which is
either prohibited by law or by the terms of any contract with a payor without the consent of such
payor. Any payments received by Sellers after the Closing Date from patients, payors, clients,
customers, or others who are the obligors on Accounts Receivables transferred to Purchaser as a
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part of the Assets on the Closing Date shall be paid over to Purchaser within ten (10) business
days after receipt by Seller.
10.3 Closing of Financials. Provided that Purchaser shall not incur any out of pocket
costs, Purchaser shall cause the individual acting as the chief financial officer of the Hospital after
the Effective Time (the “Post-Effective Time CFO”) to cooperate with Sellers’ representatives in
order to complete the standardized closing of Sellers’ financial records through the Licensure Date
including, without limitation, the closing of general ledger account reconciliations (collectively,
the “Closing of Financials”). Purchaser shall cause the Post-Effective Time CFO to use his or
her good faith efforts to cooperate with Sellers’ representatives in order to complete the Closing
of Financials by no later than the date which is thirty (30) calendar days after the Licensure Date.
The Post-Effective Time CFO and other appropriate personnel shall be reasonably available to
Sellers for a period of no less than one hundred eighty (180) calendar days after the Licensure Date
to assist Sellers in the completion of Sellers’ post-Closing audit, such assistance not to interfere
unreasonably with such Post-Effective Time CFO’s other duties.
10.4 Medical Staff. To ensure continuity of care in the community, Purchaser agrees
that the Hospital’s medical staff members in good standing as of the Closing Date shall maintain
medical staff privileges at the Hospital as of the Closing Date. On and after the Closing Date, the
medical staff will be subject to the Hospital’s Medical Staff Bylaws then currently in effect,
provided that such Bylaws are in compliance with all applicable laws and regulations and contain
customary obligations.
10.5 Shared Intangible Assets. In the event and to the extent that certain intangible
Assets transferred by Sellers have been used to operate businesses of Verity or Verity Holdings or
their affiliates (“Shared Intangible Assets”) and such Shared Intangible Assets continue to be
used by Verity or Verity Holdings or their affiliates to operate such businesses after Closing, Verity
and Verity Holdings retain the rights to continue to use such Assets notwithstanding their sale to
Purchaser. Purchaser shall reasonably cooperate with Verity and Verity Holdings and their
affiliates to give effect to such rights and shall provide Verity and Verity Holdings and their
affiliates such documentation, records and information and reasonable access to such systems as
necessary for Verity and Verity Holdings and their affiliates to continue to operate such businesses;
all in such manner as not to reasonably interfere with the operations of the Hospitals; provided,
however, Purchaser shall not be required to incur any out-of-pocket costs in association therewith
unless reimbursed by Verity and Verity Holdings and their affiliates.
ARTICLE 11
DEFAULT, TAXES AND COST REPORTS
11.1 Purchaser Default. If Purchaser or any of its assignees commits any material
default under this Agreement, Sellers shall have the right to sue Purchaser and any assignees for
damages; provided, however that the amount of such damages shall never exceed Ten Million
Dollars ($10,000,000). For the avoidance of doubt, Sellers shall have no right to sue for specific
performance under this Agreement.
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11.2 Seller Default. If Sellers commit any material default under this Agreement,
Purchaser shall have the right to demand and receive a refund of the Deposit (if such material
default occurs prior to Closing and Purchaser terminates this Agreement pursuant to Section
9.1(c)), and Purchaser shall have the right (i) to sue for damages; provided, however, that the
amount of such damages shall never exceed Ten Million Dollars ($10,000,000), or (ii) to sue for
specific performance under this Agreement; provided, however, that in seeking specific
performance Purchaser shall request only that all parties perform their respective obligations
essentially as are set forth in this Agreement, including without limitation recognizing Purchaser’s
obligation for the Cash Consideration as set forth in Section 1.1(a)(i), without any diminution in
such amount other than for such amounts as may be credited against such Cash Consideration as
provided for in this Agreement.
11.3

Tax Matters; Allocation of Purchase Price.

(a)
After the Closing Date, the parties shall cooperate fully with each other
and shall make available to each other, as reasonably requested, all information, records or
documents relating to tax liabilities or potential tax liabilities attributable to Sellers with respect
to the operation of the Hospital for all periods prior to the Licensure Date and shall preserve all
such information, records and documents at least until the expiration of any applicable statute of
limitations or extensions thereof. The parties shall also make available to each other to the extent
reasonably required, and at the reasonable cost of the requesting party (for out-of-pocket costs
and expenses only), personnel responsible for preparing or maintaining information, records and
documents in connection with tax matters and as Sellers reasonably may request in connection
with the completion of any post-Closing audits of the Hospital.
(b)
Solely for purposes of tax reporting, Schedule 11.3 sets forth the
allocation of the Purchase Price (including any liabilities that are considered to be an increase to
the Purchase Price for United States federal income Tax purposes) among the Assets in
accordance with Section 1060 of the Code and the Treasury Regulations promulgated thereunder
(the “Allocation Schedule”). The Allocation Schedule shall be final and binding upon Sellers
and Purchaser with respect to matters relating to required tax reporting by each such party. The
parties shall refrain from taking any position that is inconsistent with the Allocation Schedule
with respect to tax reporting.
11.4

Cost Report Matters.

(a)
Consistent with Section 4.5, Sellers shall, at Purchaser’s expense, prepare
and timely file all cost reports relating to the periods ending prior to the Licensure Date or
required as a result of the consummation of the transactions described in this Agreement,
including, without limitation, those relating to Medicare, Medicaid, and other third party payors
which settle on a cost report basis (the “Seller Cost Reports”).
(b)
Upon reasonable notice and during normal business office hours,
Purchaser will cooperate reasonably with Sellers in regard to Sellers’ preparation and filing of
the Seller Cost Reports. Such cooperation shall include, at no cost to Sellers, obtaining access
to files at the Hospital and Purchaser’s provision to Sellers of data and statistics, and the
coordination with Sellers pursuant to reasonable notice of Medicare and Medicaid exit
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conferences or meetings. Sellers shall have no obligations after the Licensure Date with respect
to Seller Cost Reports except for preparation and filing thereof.
ARTICLE 12
MISCELLANEOUS PROVISIONS
12.1 Further Assurances and Cooperation. Sellers shall execute, acknowledge and
deliver to Purchaser any and all other assignments, consents, approvals, conveyances, assurances,
documents and instruments reasonably requested by Purchaser at any time and shall take any and
all other actions reasonably requested by Purchaser at any time for the purpose of more effectively
assigning, transferring, granting, conveying and confirming to Purchaser, the Assets. After
consummation of the transaction contemplated in this Agreement, the parties agree to cooperate
with each other and take such further actions as may be necessary or appropriate to effectuate,
carry out and comply with all of the terms of this Agreement, the documents referred to in this
Agreement and the transactions contemplated hereby.
12.2 Successors and Assigns. All of the terms and provisions of this Agreement shall
be binding upon and shall inure to the benefit of and be enforceable by the respective successors
and assigns of the parties hereto; provided, however, that no party hereto may assign any of its
rights or delegate any of its duties under this Agreement without the prior written consent of the
other parties which consent shall not be unreasonably withheld or delayed, except that Purchaser
may, without the prior written consent of Sellers, assign all or any portion of its rights under this
Agreement to one or more of its affiliates prior to the Closing Date (for the avoidance of doubt,
such assignment shall not relieve Purchaser of any of its obligations under this Agreement).
12.3 Governing Law; Venue. This Agreement shall be construed, performed, and
enforced in accordance with, and governed by, the laws of the State of California (without giving
effect to the principles of conflicts of laws thereof), except to the extent that the laws of such State
are superseded by the Bankruptcy Code or other applicable federal law. For so long as Sellers are
subject to the jurisdiction of the Bankruptcy Court, the parties irrevocably elect, as the sole judicial
forum for the adjudication of any matters arising under or in connection with the Agreement, and
consent to the exclusive jurisdiction of, the Bankruptcy Court. The parties hereby consent to the
jurisdiction of such court and waive their right to challenge any proceeding involving or relating
to this Agreement on the basis of lack of jurisdiction over the Person or forum non conveniens.
12.4 Amendments. This Agreement may not be amended other than by written
instrument signed by the parties hereto.
12.5 Exhibits, Schedules and Disclosure Schedule. The Disclosure Schedule and all
exhibits and schedules referred to in this Agreement shall be attached hereto and are incorporated
by reference herein. Any matter disclosed in this Agreement or in the Disclosure Schedule with
reference to any Section of this Agreement shall be deemed a disclosure in respect of all sections
to which such disclosure may apply. The headings, if any, of the individual sections of the
Disclosure Schedule are provided for convenience only and are not intended to affect the
construction or interpretation of this Agreement. The Disclosure Schedule is arranged in sections
and paragraphs corresponding to the numbered and lettered sections and paragraphs of Article III
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merely for convenience, and the disclosure of an item in one section of the Disclosure Schedule as
an exception to a particular representation or warranty shall be deemed adequately disclosed as an
exception with respect to all other representations or warranties to the extent that the relevance of
such item to such representations or warranties is reasonably apparent on the face of such
disclosure, notwithstanding the presence or absence of an appropriate section of the Disclosure
Schedule with respect to such other representations or warranties or an appropriate cross reference
thereto.
12.6 Notices. Any notice, demand or communication required, permitted, or desired to
be given hereunder shall be deemed effectively given when personally delivered, when received
by telegraphic or other electronic means (including facsimile) or overnight courier, or five (5)
calendar days after being deposited in the United States mail, with postage prepaid thereon,
certified or registered mail, return receipt requested, addressed as follows:
If to Sellers:

Verity Health System of California, Inc.
601 South Figueroa St., Suite 4050
Los Angeles, CA 90017-5704
Attention: Rich Adcock, CEO

With copies to:
Dentons US LLP
(which copies shall 601 South Figueroa St., Suite 2500
not constitute notice) Los Angeles, CA 90017-5704
Attention: Samuel R. Maizel, Esq.
Telephone: 213-892-2910
Facsimile: 213-623-9924
If to Purchaser:

AHMC Healthcare Inc.
55 S. Raymond Ave., Suite 105
Alhambra, CA 91801
Attention: Jonathan Wu
Facsimile: 626-289-8952

With copies to:
AHMC Healthcare Inc., Legal Department
(which copies shall 500 E. Main St., 5th Floor
not constitute notice) Alhambra, CA 91801
Attention: Maan-Huei Hung, Esq.
Facsimile: 626-248-3303
or at such other address as one party may designate by notice hereunder to the other parties.
12.7 Headings. The section and other headings contained in this Agreement and in the
Disclosure Schedule, exhibits and schedules to this Agreement are included for the purpose of
convenient reference only and shall not restrict, amplify, modify or otherwise affect in any way
the meaning or interpretation of this Agreement or the Disclosure Schedule, exhibits and schedules
hereto.
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12.8 Publicity. Prior to the Closing Date, Sellers and Purchaser shall consult with each
other as to the form and substance of any press release or other public disclosure materially related
to this Agreement or any other transaction contemplated hereby and each shall have the right to
review and comment on the other’s press releases prior to issuance; provided, however, that
nothing in this Section 12.8 shall be deemed to prohibit either Sellers or Purchaser from making
any disclosure that its counsel deems necessary or advisable in order to satisfy either party’s
disclosure obligations imposed by law subject to reasonable prior notice to the other party thereof.
12.9 Fair Meaning. This Agreement shall be construed according to its fair meaning and
as if prepared by all parties hereto.
12.10 Gender and Number; Construction; Affiliates. All references to the neuter gender
shall include the feminine or masculine gender and vice versa, where applicable, and all references
to the singular shall include the plural and vice versa, where applicable. Unless otherwise
expressly provided, the word “including” followed by a listing does not limit the preceding words
or terms and shall mean “including, without limitation.” Any reference in this Agreement to an
“affiliate” shall mean any Person directly or indirectly controlling, controlled by or under common
control with a second Person. The term “control” (including the terms “controlled by” and “under
common control with”) means the possession, direct or indirect, of the power to direct or cause the
direction of the management and policies of a Person, whether through the ownership of voting
securities, by contract or otherwise. A “Person” shall mean any natural person, partnership,
corporation, limited liability company, association, trust or other legal entity.
12.11 Third Party Beneficiary. None of the provisions contained in this Agreement are
intended by the parties, nor shall they be deemed, to confer any benefit on any person not a party
to this Agreement, except for the parties’ successors and permitted assigns, and except for any
liquidating trustee or plan administrator for Sellers’ estate.
12.12 Expenses and Attorneys’ Fees. Except as otherwise provided in this Agreement,
each party shall bear and pay its own costs and expenses relating to the preparation of this
Agreement and to the transactions contemplated by, or the performance of or compliance with any
condition or covenant set forth in, this Agreement, including without limitation, the disbursements
and fees of their respective attorneys, accountants, advisors, agents and other representatives,
incidental to the preparation and carrying out of this Agreement, whether or not the transactions
contemplated hereby are consummated. The parties expressly agree that all sales, transfer,
documentary transfer and similar taxes, fees, surcharges and the like in connection with the sale
of the Assets shall be borne by Purchaser. If any action is brought by any party to enforce any
provision of this Agreement, the prevailing party shall be entitled to recover its court costs and
reasonable attorneys’ fees.
12.13 Counterparts. This Agreement may be executed in any number of counterparts,
each of which shall be deemed an original, but all of which together shall constitute one and the
same Agreement, binding on all of the parties hereto. The parties agree that facsimile copies of
signatures shall be deemed originals for all purposes hereof and that a party may produce such
copies, without the need to produce original signatures, to prove the existence of this Agreement
in any proceeding brought hereunder.
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12.14 Entire Agreement. This Agreement, the Disclosure Schedule, the exhibits and
schedules, and the documents referred to in this Agreement contain the entire understanding
between the parties with respect to the transactions contemplated hereby and supersede all prior or
contemporaneous agreements, understandings, representations and statements, oral or written,
between the parties on the subject matter hereof (the “Superseded Agreements”), which
Superseded Agreements shall be of no further force or effect; provided, that notwithstanding the
foregoing, the letter Confidentiality Agreement dated December 27, 2019, between Purchaser and
Cain Brothers, a division of KeyBanc Capital Markets Inc., on behalf of Sellers and their related
entities shall not be a Superseded Agreement and shall continue in full force in effect in accordance
with its terms.
12.15 No Waiver. Any term, covenant or condition of this Agreement may be waived at
any time by the party which is entitled to the benefit thereof but only by a written notice signed by
the party expressly waiving such term or condition. The subsequent acceptance of performance
hereunder by a party shall not be deemed to be a waiver of any preceding breach by any other party
of any term, covenant or condition of this Agreement, other than the failure of such other party to
perform the particular duties so accepted, regardless of the accepting party’s knowledge of such
preceding breach at the time of acceptance of such performance. The waiver of any term, covenant
or condition shall not be construed as a waiver of any other term, covenant or condition of this
Agreement.
12.16 Severability. If any term, provision, condition or covenant of this Agreement or
the application thereof to any party or circumstance shall be held to be invalid or unenforceable to
any extent in any jurisdiction, then the remainder of this Agreement and the application of such
term, provision, condition or covenant in any other jurisdiction or to persons or circumstances
other than those as to whom or which it is held to be invalid or unenforceable, shall not be affected
thereby, and each term, provision, condition and covenant of this Agreement shall be valid and
enforceable to the fullest extent permitted by law.
12.17 Time is of the Essence. Time is of the essence for all dates and time periods set
forth in this Agreement and each performance called for in this Agreement.
[Signature Page Follows]
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VERITY HEALTH SYSTEM OF
CALIFORNIA, INC.,
a California nonprofit public benefit
corporation
Signature By:
Print Name:
Title:
Date:
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ADDITIONAL EXHIBITS AND SCHEDULES OMITTED

The schedules and the exhibits to the Asset Purchase Agreement are omitted and will be filed
subsequently, except for Exhibit 4.9 to the Asset Purchase Agreement, the Interim Management
Agreement and the Sale Leaseback Agreement, which are attached hereto.
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Exhibit 4.9
Transferred Private Payor Agreements
1.

Definitions:

“Payor” means the non-debtor counter-party to a Private Payor Agreement.
“Purchaser Contracted Payment” means the contractual reimbursement due from a Payor (i) to
Sellers under a Private Payor Agreement for covered services rendered by Hospital under such
agreement with a date of service after the Effective Time and prior to the Licensure Date, and (ii)
to Purchaser under a Transferred Private Payor Agreement for covered services rendered by
Hospital under such agreement with a date of service after the Licensure Date.
“Purchaser Overpayment” means an overpayment made by a Payor on account of a Purchaser
Contracted Payment.
“Purchaser Receivables” means accounts (as that term is defined in the Uniform Commercial
Code) earned by Purchaser (a) under any Private Payor Agreement pursuant to the IMA for
covered services rendered between the period from the Effective Time through the Licensure Date,
and (b) under any Transferred Private Payor Agreement for covered services rendered after the
Licensure Date.
“Seton Contracted Payment” means the contractual reimbursement due from a Payor to Sellers
under a Private Payor Agreement for covered services rendered by Hospital under such agreement
with a date of service on or prior to the Effective Time.
“Seton Overpayment” means an overpayment made by a Payor on account of a Seton Contracted
Payment.
“Seton Receivables” means Accounts Receivable earned under any Private Payor Agreement
prior to the Effective Time.
“True-up” shall refer to the following reconciliation procedure: On the last business day of each
calendar quarter (or partial calendar quarter) commencing on the Licensure Date through
December 31, 2021, (a) Sellers shall identify and report to Purchaser the amount and other
applicable details of any Purchaser Overpayment that has been remitted to Sellers during the
reporting period, and (b) Purchaser shall identify and report to Sellers the amount and other
applicable details of any Seton Overpayment that has been remitted to Purchaser during the
reporting period. For each reporting period, the foregoing amounts shall be offset and any net
balance shall be paid by Sellers or Purchaser, as applicable, to the other party not later than five
business days following the date of delivery of each quarterly report. Sellers and Purchaser shall
resolve any discrepancies in their respective reports under Section 12.1 of this Agreement.
2.
Seller Responsibility. Sellers shall be responsible, vis-à-vis the Payors, for any Seton
Overpayment that is remitted either to Sellers or to Purchaser. Purchaser agrees, however, that
any Seton Overpayment that is remitted to Purchaser shall be subject to True-Up. Sellers agree to
indemnify and hold harmless Purchaser for any Seton Overpayment that is deducted from, or
recouped against, any Purchaser Receivables, and in furtherance thereof Sellers agree that,
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pursuant to the terms of the Indemnity Escrow Agreement to be entered into between the parties,
Purchaser shall be authorized to withdraw from the Indemnity Escrow Fund, upon Purchaser’s
written instruction to the escrow agent and with written notice to Sellers, any Seton Overpayment
that is deducted from, or recouped against, any Purchaser Receivables. Notwithstanding the
foregoing, in the event that Sellers dispute any such Seton Overpayment claim and prevail in such
claim, to the extent that Purchaser is later credited for any such Payor deduction or recoupment
against any Purchaser Receivables for which Purchaser had withdrawn funds from the Indemnity
Escrow Fund as provided for herein, then Purchaser shall remit funds equal to such credit to Sellers
within five (5) business days after Purchaser receives such credit.
3.
Purchaser Responsibility. Purchaser shall be responsible, vis-à-vis the Payors, for any
Purchaser Overpayment that is remitted either to Purchaser or to Sellers. Sellers agree, however,
that any Purchaser Overpayment that is remitted to Sellers shall be subject to True-Up. Purchaser
agrees to indemnify and hold harmless Sellers for any Purchaser Overpayment that is deducted
from, or recouped against, any Seton Receivables.
4.
Payor Disputes. Nothing in this Agreement shall affect the applicable party’s right to
dispute or appeal the validity of any alleged Seton Overpayment or alleged Purchaser
Overpayment.
5.
Adequate Assurance. The Seller and Purchaser agree to cooperate to confirm the
provisions of this Exhibit 4.9 with any Payor under a Transferred Private Payor Agreement in
order to provide adequate assurances of cure and compensation to such Payor pursuant to Sections
365(b) and (f) of the Bankruptcy Code. Sellers and Purchaser acknowledge and agree that (a) the
Sale Order shall authorize a Payor to continue to exercise its defenses to reimbursement for
covered services based on an overpayment, and (b) overpayments do not constitute Cure Costs
under this Agreement. If a Payor does not agree to the provisions of this Exhibit at least thirty (30)
days prior to the Closing Date, such Private Payor Agreement shall be removed from Schedule
1.11(c) and shall be an Excluded Asset.
6.
Payor Release. Following the Licensure Date, pursuant to Section 365(k) of the
Bankruptcy Code, Sellers shall be relieved and released by a Payor from any obligation to any
Payor on account of any overpayment or otherwise under any Transferred Private Payor
Agreement.
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INTERIM MANAGEMENT AGREEMENT
This Interim Management Agreement (the “Agreement”) is made and entered into as of
March 30, 2020 (the “Signing Date”), by and among Seton Medical Center, a California nonprofit
public benefit corporation (the “Corporation”) on the one hand, and AHMC Healthcare Inc., a
California corporation (“Parent Company”), and a legal entity to be formed and controlled by
Parent Company (“Hospital Newco” or the “Manager,” and collectively with the Corporation and
Parent Company, the “parties”) on the other hand.
RECITALS
A.
On August 31, 2018, the Corporation and certain of its affiliates each filed a
voluntary petition for relief (collectively, the “Bankruptcy Cases”) under chapter 11 of title 11 of
the United State Code (the “Bankruptcy Code”).
B.
The Bankruptcy Cases are jointly administered under Lead Case No. 18-20151 and
are currently pending in the United States Bankruptcy Court for the Central District of California
Los Angeles Division (the “Bankruptcy Court”).
C.
Parent Company, as purchaser, and the Corporation and certain of its affiliates
(collectively, the “Sellers” as defined in the APA), as seller, entered into that certain Asset
Purchase Agreement, dated of even date herewith (the “APA”), which provides for the sale of
certain assets of the Sellers (collectively, the “Assets”). All terms not otherwise defined herein
shall have the meaning ascribed to them in the APA.
D.
The Corporation operates a two-campus general acute care hospital, consisting of:
(i) the hospital campus known as Seton Medical Center, located at 1900 Sullivan Avenue, Daly
City, CA 94015, including the related hospital pharmacy, laboratory and emergency department;
and (ii) the hospital campus known as Seton Medical Center Coastside, located at 600 Marine
Blvd., Moss Beach, CA 94038, including the related hospital pharmacy, laboratory and emergency
department (collectively, the “Hospital”), and such other locations where the Hospital’s licensed
services are provided (collectively, the “Hospital Premises”)
E.
Pursuant to the APA, Parent Company agreed to purchase the Assets, which include
certain assets of the Corporation (the “Corporation’s Assets”).
F.
Parent Company designated Hospital Newco as the owner of certain of the
Corporation’s Assets and as the future operator of the Hospital.
G.
Parent Company and the Manager have requested this Agreement to afford the
Manager additional time to obtain its general acute care hospital license from the California
Department of Public Health (“CDPH”), and its hospital pharmacy permit(s) from the California
Board of Pharmacy (together, the “New Licenses,” and the date on which the New Licenses are
issued is the “Licensure Date”).
H.
Pursuant to the APA, that portion of the Assets constituting drugs, dangerous
devices, pharmacy systems, or other pharmacy assets (the “Pharmacy Assets”) shall transfer to
Hospital Newco as of the Licensure Date.
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I.
The Corporation shall maintain a possessory interest in the Hospital and the
Hospital Premises, and Parent Company, or its designated nominee, and Hospital Newco on the
one hand as lessor, and the Corporation, on the other hand as lessee, are entering into that certain
Sale Leaseback Agreement of even date herewith, pursuant to which certain of the Corporation’s
Assets will be leased back to the Corporation (the “Leaseback Agreement”).
J.
Until Hospital Newco obtains the New Licenses, the Manager desires to assume the
management of the Hospital, including its pharmacy, on behalf of the Corporation, and the
Corporation desires to avail itself of such management services, upon the terms and conditions set
forth in this Agreement.
K.
The California Department of Public Health (the “State”), on the one hand, and on
the other hand, Verity Healthcare System of California, Inc., (“Verity”) and Seton Medical Center,
entered into that certain Services Agreement, as approved by the Bankruptcy Court on March 20,
2020 [Docket No. 4315] (the “State Services Agreement”),
TERMS OF AGREEMENT
NOW, THEREFORE, in consideration of the promises and the mutual covenants contained
herein, and for other good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, the parties hereby agree as follows:
1.

Term.

1.1
The term of this Agreement (the “Management Period”) shall commence as of the
Effective Time (as defined in the APA) and shall continue until the Licensure Date. The parties
acknowledge that, during the Management Period, the Corporation shall remain the licensee of the
Hospital, and in that capacity, and during such period, shall retain statutory and regulatory
authority and responsibility for the Hospital and for oversight of the Manager.
2.

Acknowledgements and Covenants.

2.1
As of the Effective Time, Parent Company or its designated nominee shall have
acquired all of the Corporation’s Assets (other than the Pharmacy Assets) as set forth in the APA,
with those assets necessary for the operation of the Hospital leased back to the Corporation
pursuant to the terms of the Leaseback Agreement during the term of this Agreement.
2.2
Pursuant to Section 1.3 of the APA, contemporaneously with the date the New
Licenses are issued and the termination of the Leaseback Agreement, ownership of the Pharmacy
Assets shall be transferred to Hospital Newco. Parent Company and the Manager acknowledge
that this Agreement and the foregoing subsequent transfer of the Pharmacy Assets are made at the
request of Parent Company and the Manager, to provide more time for the Manager to obtain its
New Licenses. As such, Parent Company acknowledges, covenants, and agrees that the total
Purchase Price (as defined in the APA) shall be paid to the Sellers under the APA as if the
Pharmacy Assets were transferred as of the Effective Time.
2.3
As of the Effective Time, the Corporation shall have ended the employment or
engagement of all employees and contractors and, to the extent they received offers of employment
2
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or engagement from the Manager (or its affiliates) and accepted such offers, shall have been
transferred to the Manager (or its affiliate) as employees or contractors of the Manager
(collectively, the “Hired Employees”).
2.4
During the Management Period, the Corporation will (a) assign an individual to
oversee the operation of the Hospital, subject to the terms of this Agreement, and serve as the
president of the Corporation, as required by the Centers for Medicare & Medicaid Services, CDPH,
and applicable California laws and regulations (the “Responsible Officer”), and (b) maintain
proper oversight by a board of directors.
3.

Appointment of Manager.

3.1
During the Management Period, the Corporation hereby appoints the Manager as
the sole and exclusive provider of the Services (defined below) and hereby grants to the Manager
the exclusive right to manage the Hospital under the Corporation’s Licenses (as defined in the
APA) as a general acute care hospital, including without limitation, the right to undertake those
certain management responsibilities and permitted activities described in Section 4 below. The
Manager hereby accepts such appointment for all purposes with respect to the Corporation’s rights,
duties, and responsibilities under the Licenses for the Hospital, to the fullest extent permitted by
law, and agrees, to the fullest extent permitted by law, to provide management services to the
Hospital on behalf of the Corporation (the “Services”).
3.2
The Services hereunder shall include management and operation of the Hospital’s
pharmacy on behalf of the Hospital, even though the Pharmacy Assets will not be transferred to
Hospital Newco pursuant to the APA until the Licensure Date.
3.3
Upon the Licensure Date, the Services provided to the Hospital under the
Corporation’s Licenses shall terminate and, thereafter, Hospital Newco will be operating the
Hospital as the licensee holding its own New Licenses.
3.4
During the Management Period, the Manager shall submit claims for services
rendered by the Hospital to various governmental and non-governmental entities, patients, and
other third parties pursuant to the Corporation’s provider agreements, payor contracts, and NPI
numbers as set forth in Schedule 3.4, attached hereto (collectively, the “Corporation’s Billing
Credentials”). Because all billing and collecting shall be under the Corporation’s Billing
Credentials, payments shall be made in the Corporation’s name and deposited in the Corporation’s
bank accounts. Parent Company and the Manager shall indemnify and hold Corporation harmless
for any and all costs or liabilities incurred by Corporation as a result of Manager’s use of
Corporation’s Billing Credentials or any breach of the terms and conditions of Corporation’s
Billing Credentials during the Management Period. Manager shall be responsible for any
overpayments that arise for services rendered during the Management Period. The parties
acknowledge and agree that during the Management Period, the Corporation’s bank accounts and
lockboxes shall remain under the Corporation’s name; provided except as to the Corporation’s
“AP” or other accounts at Bank of America segregated for use under the State Services Agreement,
as of the Effective Time, the Corporation will provide transfers of the Manager Compensation one
(1) business day after receipt. In addition, as of the Effective Time, Manager will be provided
electronic read-only access to the Corporation’s lockboxes and collection deposit accounts to
3
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review all Hospital Revenue. On and after the day that is thirty-one (31) days after the Effective
Time, Corporation will provide automatic daily sweeps of all Hospital Revenue in its lockboxes
and collection deposit accounts to Manager; Manager will then electronically transfer to
Corporation all funds that are not the Manager Compensation one (1) business day after receipt.
As soon as practicable, Manager shall have sole signing authority, provided Manager shall
demonstrate that such authority shall be acceptable to the Medicare and Medi-Cal programs and
the relevant depository institution without cost to Corporation. The Parties shall cooperate to
ensure that any and all payments or revenues arising from or relating to any Excluded Asset,
including without limitation Accounts Receivable and Census Payments under the State Services
Agreement for services rendered by the Corporation at the Hospital prior to the Effective Time,
shall be properly paid to the Corporation, with any and all payments or revenues constituting
Management Compensation under this Agreement or purchased Assets under the APA properly
paid to the Manager. Each Party shall have the right to audit by an independent and competent
auditor, at the requesting Party’s sole expense, the bank records and remittance advices of the other
Party. Thereafter, upon the findings of the auditor that there has either been an overpayment or
underpayment of funds due, the Party owing funds shall, within five (5) business days, make
payment of such funds to the Party to whom they are owed. Manager shall, as soon as practical,
set up its own bank accounts and direct payors to make deposits to such accounts immediately
following the Licensure Date.
3.5
To the extent the Corporation’s lenders continue to have liens, security interests,
charges, mortgages, or any other encumbrances whatsoever (collectively, “Encumbrances”) on
the Corporation’s bank accounts or lockboxes as of the Effective Time, the Corporation, Parent
Company, and the Manager shall work cooperatively to facilitate termination and release of such
Encumbrances.
3.6
The Corporation shall retain and, upon the Licensure Date, the Manager shall
assume, any contracts necessary for the Corporation to continue to be the holder of the Licenses
and to bill for Hospital services during the Management Period, in accordance with the APA
including all compliance obligations thereunder. Such contracts shall be as set forth in Schedule
3.6, attached hereto (the “Retained Contracts”). Parent Company hereby designates each
Retained Contract as an Assigned Contract under Section 1.11 of the APA.
4.

Management Responsibility.

4.1
During the Management Period, the Manager shall, subject to all applicable legal
and regulatory requirements and pursuant to the terms of this Agreement, only as and to the extent
required by applicable legal and regulatory requirements and pursuant to the terms of this
Agreement, the Corporation’s ultimate oversight and control, have responsibility for the
management of the Hospital, and agrees to assume and discharge all responsibilities, duties,
liabilities, payments, and obligations in connection with properly maintaining the Hospital in full
compliance with all regulations and standards required of a general acute care hospital facility so
licensed. In furtherance thereof, the Services shall include, but not be limited to, the following
duties, which duties shall be performed at the Manager’s sole cost and expense:
(a) Managing the operations of the Hospital as a general acute care hospital in
compliance with all applicable laws, regulations, provider agreements, payor contracts, CDPH
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requirements for maintenance of the Licenses in good standing, Conditions of Participation and
Payment with respect to governmental programs, and the requirements for maintenance of the
Hospital’s accreditations;
(b) Employing and managing the Hired Employees and any other non-clinical
and clinical personnel (i) necessary for the operation of the Hospital as a general acute care
hospital, or (ii) required by law and so as to meet the applicable regulatory requirements, pursuant
to all applicable labor laws and regulations, and consistent with orders of the Bankruptcy Court;
(c) Ensuring that the Corporation is able to pay itself out of the Hospital
Revenues for the costs and expenses set forth in Section 4.5(b);
(d) Maintaining and repairing, as needed, the Hospital Premises so as to ensure
material compliance with all applicable local, state, and federal law;
(e) Providing security services reasonably necessary to prevent unlawful entry
or damage to the Hospital Premises;
(f)
Affording the Responsible Officer or his or her designee access, during
normal business hours, to the Hospital Premises, the books and records at the Hospital Premises
or in Manager’s possession, the Hired Employees and any other personnel of Manager or
otherwise who are providing services associated with the operation of the Hospital, and such
other access and assistance as reasonably requested by the Responsible Officer;
(g) Upon at least one (1) business day’s prior written notice to the Manager, if
applicable, providing access, during normal business hours, to the Hospital Premises to lessors
of equipment at the Hospital Premises, if any, who have been authorized by order of the
Bankruptcy Court to remove their equipment from the Hospital Premises, provided that the
Manager shall have full power and authority to require that the removal of such equipment by
such lessors does not damage the Hospital Premises;
(h) Providing access, upon at least one (1) business day’s prior written notice,
during normal business hours and without causing any disruption to or undue burden upon the
ordinary operation of the Hospital business or the incurrence of any out-of-pocket expense by
Manager, to the Hospital, the Hospital Premises, the Hospital’s books and records, electronic
health records, financial information systems, operating systems, laboratory systems, the Hired
Employees and any other personnel of Manager or otherwise who are providing services
associated with the operation of the Hospital, to the Corporation, the Corporation’s directors,
officers and representatives, and the Corporation’s successors in interest, including, but not
limited to, any plan administrator, liquidating trustee or similar representatives appointed or
approved by the Bankruptcy Court for the purpose of winding down the Corporation’s affairs,
pursuing litigation and adversary proceedings, and to effectuate a plan of liquidation, as approved
by the Bankruptcy Court (the “Plan”);
(i)
Maintaining all licenses, permits, consents, approvals, accreditations, and
certifications currently held by the Corporation that are necessary in connection with the
operation of the Hospital and the Hospital Premises in good standing, in active status, and in
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compliance with all applicable local, state, and federal laws, including the timely payment by
Manager of all applicable fees to support or renew these approvals;
(j)
Maintaining and obtaining all insurance coverages, from and after the
Effective Time, for the Hospital that a prudent hospital operator or owner would maintain,
including directors and officers insurance for Manager with no less coverage than was maintained
for the Corporation’s directors and officers just prior to the Effective Time;
(k)
Maintaining and obtaining those insurance coverages required under the
Leaseback Agreement, for its own account, with the Corporation included as a named insured,
and paying all amounts required under the Leaseback Agreement in a timely manner, including
rent, utilities, taxes, and insurance premiums;
(l)
Opening and forwarding all mail relating to the financial or business affairs
of the Corporation to the notice address below;
(m) Periodically reporting to the Corporation (or its designee), either in person
or telephonically, the condition of the Hospital and the Hospital Premises;
(n) Coordinating with the governing board and the organized medical staff
(each, as established by the Corporation and the Sellers) on the appropriateness and quality of
medical care and all medical staff issues requiring governing board oversight;
(o) Paying all costs and expenses in connection with and incidental to
ownership of the Corporation Assets and management and operation of the Hospital hereunder,
including but not limited to, all the Hospital operating costs, employee-related costs, and taxes,
whether or not identified, described, or referenced in this Agreement;
(p) Cooperating with the Corporation in facilitating termination and release of
any Encumbrances on the Corporation’s bank accounts and lockboxes;
(q) Performing such other duties and activities as are reasonably necessary for
the Manager to fulfill its responsibilities under this Agreement and the APA; and
(r)
Providing access, upon at least one (1) business day’s prior written notice,
without causing any disruption to or undue burden upon the ordinary operation of the Hospital
business or the incurrence of any out-of-pocket expense by Manager, to the Hospital, the Hospital
Premises, the Hospital’s electronic health records, the Hired Employees and any other personnel
of Manager or otherwise any individual who is providing services associated with the Hospital’s
delivery of health care services to patients, to the Patient Care Ombudsman appointed in the
Bankruptcy Cases under Section 333 of the Bankruptcy Code (the “PCO”) [see Docket No. 430].
4.2
Permitted Manager Activities. During the Management Period, the Manager may
do any of the following, subject to the requirements of applicable local, state, and federal law,
which activities may be performed by the Manager at the Manager’s sole cost and expense:
(a) Make alterations, improvements, and repairs to the interior or exterior of the
Hospital Premises, including structural alterations, improvements, and repairs;
6
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(b) Remove and dispose of furniture, fixtures, equipment (other than equipment
owned by equipment lessors), and supplies at the Hospital Premises;
(c) Move into and install furniture, fixtures, equipment, and supplies at the
Hospital Premises;
(d) Prepare the Hospital for a name change, except that no such name change
may take effect, and no signage reflecting such change shall be installed, during the Management
Period; and
(e) Perform, or permit to be performed, any other activities at the Hospital
Premises that are not inconsistent with operating the Hospital under the Licenses, and receiving
and retaining for the Manager’s own account all revenues and proceeds of any such activities, to
the extent they comprise the Manager Compensation.
4.3

Prohibited Manager Activities.

(a) Notwithstanding anything to the contrary in this Agreement, the Manager
shall have no authority to take and shall not take any action with respect to any Excluded Assets
or Excluded Liabilities (as such terms are defined in the APA) of the Corporation.
(b) The Manager’s authority to manage and operate the Hospital is limited to
those actions that Manager is expressly required or permitted to do hereunder.
(c) The Manager shall not (i) take any action that interferes with the
Corporation’s transfer of funds to pay itself out of the Hospital Revenues as set forth in Sections
4.5(b); or (ii) remove, withdraw, or authorize removal or withdrawal of funds from the
Corporation’s bank accounts or lockboxes to the extent that the Corporation would be unable to
fully pay itself for the costs and expenses set forth in Section 4.5(b).
4.4

APA Provisions; Transition Services Agreement.

(a) Nothing herein shall modify the prorations of expenses and utilities set forth
in the APA, including specifically as set forth in Section 1.6 of the APA.
(b) None of the information accessed, learned or obtained by Parent Company
or the Manager or any of their affiliates in the course of performing their duties hereunder may
serve as the basis for payment of less than the full Purchase Price or to otherwise assert a claim
against the Sellers.
(c) Nothing herein shall modify the transfer of the Assets from the Sellers to
Parent Company as contemplated in the APA, including specifically as set forth in Section 1.7 of
the APA.
(d) Nothing herein shall modify the APA in respect of the exclusion from
purchase by Parent Company of the Excluded Assets, including specifically as set forth in Section
1.8 of the APA.
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(e) Pursuant to Section 1.4.8 and Section 1.5.8 of the APA, the Sellers and
Parent Company will be entering into a Transition Services Agreement to facilitate the winding
down of the Sellers’ businesses, the completion of the Bankruptcy Cases, and the dissolution of
the Sellers. The parties hereto shall cooperate with each other to enable the Corporation and
Parent Company to carry out their obligations under, and give effect to the terms of, the Transition
Services Agreement.
4.5

Manager Compensation; Distribution of Revenue.

(a) As used in this Agreement, the term “Hospital Revenues” shall mean all
revenues and reimbursement received by the Corporation after the Effective Time, including, but
not limited to, cash, accounts, notes, or other accounts receivable, disproportionate share
payments, quality assurance fee payments, Seller Cost Report (as defined in the APA)
settlements, and capitation premiums, whether payable by Medicare, Medi-Cal or any other
commercial or governmental payor, or any health maintenance organization or any other
managed care program or any private pay patients, and State Services Agreement revenues and
reimbursement, but only to the extent they are not Excluded Assets (as defined in the APA).
(b) As full and complete payment for the Manager’s Services, the Manager
shall be entitled to receive an amount equal to the Hospital Revenues less the following amounts
that will be retained by the Corporation (the “Manager Compensation”):
(i)
All costs and expenses incurred by the Corporation for the
Corporation’s purchase of drugs and dangerous devices that the Manager determines are necessary
for the operation of the Hospital;
(ii)
All costs and expenses associated with the Corporation maintaining
its Licenses and maintaining the Retained Contracts, if any are directly incurred by the
Corporation,; and
(iii)
All revenue associated with Census Payments for services provided
by Corporation under the State Services Agreement prior to the Effective Time.
(c) Except for and with respect to Hospital Revenues, under no circumstance
may the Manager seek payment for the Manager’s Services from the liquidating trustee, the
Corporation, any of the Corporation’s officers, directors, agents, contractors, personnel, affiliates
or subsidiaries, Verity Health System of California, Inc. (“VHS”), or any of VHS’ officers,
directors, agents, contractors, personnel, affiliates or subsidiaries.
(d)
The Corporation shall issue invoices to the Manager on a weekly basis for
the items described in Section 4.5(b) (i), (ii) and (iii), with reasonable supporting detail therefor.
The Manager shall pay such invoices within five (5) business days of receipt of such invoices. If
the Manager does not remit payment in respect of such invoices in accordance with the
immediately preceding sentence, the unpaid amount of such invoices shall bear interest at the
Prime Rate in effect on the calendar day upon which such payment was required to be made to
the Corporation (the “Invoice Payment Due Date”) plus five percent (5%) (or the maximum rate
allowed by law, whichever is less), such interest accruing on each calendar day after the Invoice
8
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Payment Due Date until payment of such invoices and all interest thereon is made to the
Corporation.
(e)
The Parties acknowledge and agree that if the State consents in writing to
assignment of the State Services Agreement to Manager at the Closing, then all payments under
the State Services Agreement for services rendered during the Management Period at the Hospital
after the Effective Time, shall be retained by Manager as part of the Manager Compensation.
4.6

Liabilities and Losses.

(a) Parent Company shall be responsible for all the Hospital liabilities and
losses incurred or accrued during the Management Period.
(b) Nothing hereunder shall, or is intended to, modify or supersede Parent
Company’s responsibility for the Transferred Obligations (as defined in the APA) or the
Corporation’s responsibility for the Excluded Liabilities (as defined in the APA).
(c) Specifically with respect to quality assurance fee (“QAF”) liabilities owed
by the Corporation, Parent Company shall pay all QAF fees that become due and owing during
the Management Period that relate to QAF payments constituting Assets transferred to Hospital
Newco under the APA, even though such fees may have been calculated based on data prior to
the Effective Time.
4.7
The Corporation’s Ultimate Control. Notwithstanding anything to the contrary
in this Section 4 or in this Agreement more generally, the Corporation, as holder of the Licenses,
shall remain ultimately responsible for the operation of the Hospital, and, during the Management
Period, in consultation with the Manager, may take any action (with Manager’s cooperation as
may be reasonably requested and at Parent Company’s or the Manager’s sole cost and expense)
necessary to ensure the Corporation’s compliance with applicable laws and regulations.
5.

Continued Responsibility of the Corporation.

5.1
During the Management Period, the Corporation shall maintain (at its sole cost and
expense, except as otherwise contemplated in this Agreement), and shall not take or voluntarily
permit any actions which may adversely affect, the Corporation’s corporate existence and its full
rights as the licensee under the Licenses. In addition, during the Management Period, the
Corporation and its officers shall reasonably cooperate with the Manager (at Parent Company’s or
the Manager’s sole cost and expense) in the Manager’s provision of the Services.
5.2
Notwithstanding the statutory and regulatory authority and responsibility of the
Corporation for the continued management of the Hospital during the Management Period, the
parties recognize and acknowledge that under this Agreement, the Manager shall, subject to the
ultimate oversight by the Corporation as and to the extent legally required, be responsible for the
day-to-day operation and maintenance of the Hospital as a general acute care hospital. In the event
that any violation or alleged violation of or non-compliance with any statute or regulation
applicable to the operation or maintenance of the Hospital as a general acute care hospital certified
by the Medicare and Medi-Cal programs occurs during the Management Period, then without
regard to legal or statutory fault on the part of the Manager or of the Corporation, the Manager
9
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shall immediately notify the Corporation of such violation or alleged violation or non-compliance
and take reasonable efforts to address and resolve the alleged violation or non-compliance, and
avoid, mitigate or minimize any related adverse consequences. In addition to the indemnification
in Section 3.4, Parent Company and the Manager shall be responsible for the costs of any penalty,
fine or remediation identified during the Management Period arising from or relating to the
Manager’s operation of the Hospital during the Management Period, including, without limitation,
the cost of engaging third party consultants or experts to help address or resolve the violation,
alleged violation or non-compliance, and shall indemnify and hold the Corporation harmless for
the same in accordance with Section 9.2. The Corporation retains the right to join the Manager in
contesting said violations upon providing the Manager with notice of its intent to do so.
5.3
The Corporation shall be responsible for purchasing drugs and dangerous devices
that the Manager determines are necessary for the operation of the Hospital at the Manager’s sole
cost and expense, as set forth in Section 4.5(b)(i).
5.4
The Corporation agrees to execute and deliver to the Manager such documents as
the Manager may reasonably request to maintain the hospital license active and in good standing
with CDPH and the other Licenses necessary or appropriate to maintain the Hospital as a general
acute care hospital and to facilitate the Manager’s obtaining of the New Licenses.
6.
The Parties’ Cooperation with Regulatory Agencies. The Manager shall use its best
efforts to obtain the New Licenses as expeditiously as possible. The Manager and Corporation
shall agree to the target Licensure Date identified in the change of ownership applications. The
Manager shall provide updates to the Corporation as reasonably requested by the Corporation, on
the status of the Manager’s efforts to obtain the New Licenses. The Corporation shall, at Parent
Company’s or the Manager’s cost, reasonably cooperate with the Manager’s efforts to obtain the
New Licenses, and may communicate and coordinate with licensing agencies as necessary in
connection with obtaining the New Licenses. Notwithstanding the foregoing, obtaining all
governmental consents, approvals, assignments, authorizations, and clearances necessary to obtain
the New Licenses shall be solely Parent Company’s and the Manager’s (and not the Corporation’s)
responsibility, including payment of any fees, expenses, filing costs or other amounts related
thereto.
7.

Risk of Loss.

7.1
The Corporation assumes no risks or liability for damage to or injury occurring to
the Hospital Premises, Assets or the Hospital during the term of this Agreement by any means
whatsoever, including fire, storm, earthquake, vandalism, strike, cyberattack, accident or any other
casualty (collectively, “Casualty”), and Parent Company shall have all right, title, and interest in
and to the proceeds of any insurance it obtained and paid for covering such Casualty.
7.2
If, during the term of this Agreement, action is initiated to take the Hospital
Premises or any portion thereof by eminent domain proceedings or by deed in lieu thereof
(collectively, “Condemnation”), Parent Company, and not the Corporation, shall have all right,
title, and interest in and to the award from the Condemnation.
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7.3
In the event of a Casualty or Condemnation, neither Parent Company nor the
Corporation may terminate this Agreement.
8.

Exculpation; Indemnification.

8.1
The Corporation and the Corporation’s affiliates, members, officers, directors,
employees, attorneys, accountants, consultants, agents, representatives, successors and assigns,
including the liquidating trustee and responsible officer (collectively the “Corporation
Indemnified Parties”) shall have no liability in contract, tort or otherwise unless and until a
Chosen Court finds in a final, non-appealable judgment that any Damages result solely from a
Corporation Indemnified party’s gross negligence or willful misconduct.
8.2
In addition to any other indemnification provided for in the Agreement, Parent
Company and the Manager shall promptly and fully keep and hold the Corporation Indemnified
Parties forever harmless from, and shall indemnify and defend the Corporation Indemnified Parties
from and against, without regard to materiality, any and all obligations, judgments, fines, civil
money penalties, sanctions, awards, liabilities, losses, penalties, claims, costs, demands, damages,
expenses, liens, and encumbrances, including investigation costs, time spent in depositions and
reasonable attorneys’ fees and expenses (collectively, “Damages”), whether civil or criminal,
direct, indirect or consequential and no matter how arising, in any way related to, connected with,
arising or resulting from, or under this Agreement, the APA, the Hired Employees (as defined in
the APA), the Manager’s performance of the Services, or the operation or management of the
Hospital or the Corporation’s Assets by the Manager after the Effective Time. Notwithstanding
the foregoing, the parties understand that except as otherwise specifically provided for in the APA:
(i) Parent Company and the Manager are not, by virtue of this Agreement or any term or provision
herein, assuming any claim, liability, expense, debt or other obligation of the Corporation or
Sellers that both relates to the operation of the Hospital or the Hospital Premises prior to the
Effective Time and constitutes an Excluded Liability under the APA; and (ii) neither the
Corporation, Manager or Parent Company are, by virtue of this Agreement or any term or provision
herein, relieved or excused from any duties or obligations under the APA.
9.
HIPAA Compliance. The Manager agrees to take such steps as are necessary to ensure
compliance with the Health Insurance Portability and Accountability Act of 1996 (HIPAA), the
California Confidentiality of Medical Information Act, and other applicable federal and state
privacy laws and regulations (collectively, the “Privacy Laws”) with respect to the Hospital and
its operations, and the Corporation agrees not to take or voluntarily permit any actions which
violate Privacy Laws with respect to the Hospital or its operations. Toward this end, Parent
Company, the Manager, and the Corporation agree to execute and deliver that certain Business
Associate Agreement, attached hereto as Exhibit A and incorporated by reference herein, upon
execution of this Agreement.
10.
Further Assurances. Each of the parties hereto agree to execute and deliver any and all
further agreements, documents or instruments necessary to effectuate this Agreement and the
transactions referred to herein or contemplated hereby or reasonably requested by any other party
hereto to perfect or evidence their rights hereunder.
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11.
Relationship of Parties. In performing their duties and permitted activities under this
Agreement, Parent Company, the Manager, and the Corporation shall, at all times be acting and
performing as independent contractors. Parent Company, the Manager, and the Corporation are
not partners or joint venturers with each other and nothing herein shall be construed as making
them partners or joint venturers or imposing upon any of them any liability as partners or joint
venturers.
12.
Notices and Demands. All notices and demands, requests, consents, approvals, and other
similar communications under this Agreement shall be in writing and shall be sent by personal
delivery or by either (a) United States certified or registered mail, return receipt requested, postage
prepaid, or (b) Federal Express or similar generally recognized overnight carrier regularly
providing proof of delivery, addressed as follows:
If to the Corporation:

Seton Medical Center
c/o Verity Health System of California, Inc.
601 South Figueroa Street, Suite 4050
Los Angeles, CA 90017-5704
Attention: Chief Executive Officer

With copies to:
Tania Moyron, Esq.
(which copy shall not Dentons US LLP
constitute notice)
601 South Figueroa St., Suite 2500
Los Angeles, CA 90017-5704
and
Hope Levy-Biehl, Esq.
Davis Wright Tremaine LLP
865 S Figueroa St,
Los Angeles, CA 90017
If to Parent Company AHMC Healthcare Inc.
55 S. Raymond Ave., Suite 105
and/or
Alhambra, CA 91801
the Manager:
Attention: Jonathan Wu
Facsimile: 626-289-8952

With copies to:
AHMC Healthcare Inc., Legal Department
(which copies shall not 500 E. Main St., 5th Floor
constitute notice)
Alhambra, CA 91801
Attention: Maan-Huei Hung, Esq.
Facsimile: 626-248-3303
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Any notice so given by mail shall be deemed to have been given as of the date of delivery (whether
accepted or refused) established by U.S. Post Office return receipt or the overnight carrier’s proof
of delivery, as the case may be, whether accepted or refused. Any such notice not so given shall
be deemed given upon receipt of the same by the party to whom the same is to be given. Any
party hereto may designate a different address for itself by notice to the other party in accordance
with this Section 13.
13.
Expenses. Except for Parent Company’s and the Manager’s obligations to be responsible
for certain costs, fees, and expenses as set forth elsewhere in this Agreement, each party to this
Agreement shall pay its own expenses in connection with the preparation of this Agreement and
the consummation of the transactions contemplated hereby, including the fees of any attorneys,
accountants, financial advisors, investment bankers or other professionals engaged by such party.
14.
Entire Agreement. This Agreement, the Leaseback Agreement, and those provisions of
the APA expressly identified in this Agreement, contain the entire agreement among the parties
with respect to the subject matter hereof and supersede all prior agreements, arrangements, and
understandings relating to the subject matter hereof and thereof. There are no written or oral
agreements, understandings, representations, or warranties among the parties other than those set
forth in this Agreement, the Leaseback Agreement, and those provisions of the APA expressly
identified in this Agreement. Nothing in this Agreement modifies or shall be construed as
modifying any orders entered by the Bankruptcy Court.
15.
Amendment. This Agreement may not be modified, amended, altered or supplemented
except by a written agreement executed by all the parties hereto.
16.
Waiver. Waiver by any party of any breach or failure to comply with any provision of this
Agreement by any other party shall not be construed as or constitute, a continuing waiver of such
provision, or a waiver of any other breach of, or failure to comply with, any other provision of this
Agreement. No waiver of any such breach or failure or of any term or condition of this Agreement
shall be effective unless in a written notice signed by the waiving party and delivered, in the
manner required for notices generally, to each affected party.
17.
Severability. In case any provision of this Agreement shall be found by a court of
competent jurisdiction to be invalid, illegal or unenforceable, such provision shall be construed
and enforced as if it had been narrowly drawn so as not to be invalid, illegal or unenforceable, and
the validity, legality and enforceability of the remaining provisions of this Agreement shall not in
any way be affected or impaired thereby.
18.
Successors and Assigns. This Agreement shall be binding upon, and shall inure to the
benefit of, the parties hereto and their respective permitted successors and assigns. The
Corporation shall not be permitted to assign its rights or its obligations under this Agreement
without the prior consent of Parent Company and the Manager. The parties further acknowledge
and agree that the Manager may subcontract for any of the goods or services required to be
provided by the Manager pursuant to this Agreement, and the Manager may assign any of its rights
hereunder and/or delegate any of its obligations hereunder, so long as in each case the Manager
remains responsible for such subcontracted goods or services and for any of such Manager
obligations hereunder.
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19.
Attorneys’ Fees. In the event of any litigation or arbitration between the parties hereto
arising out of this Agreement, the prevailing party therein shall be allowed to recover from the
other party all court costs and reasonable attorneys’ fees which shall be fixed by the court or
arbitrator.
20.
Headings. The descriptive headings of sections and subsections of this Agreement are
inserted for convenience only and do not constitute a part of this Agreement and shall not affect in
any way the meaning or interpretation of this Agreement.
21.
Governing Law. This Agreement shall be governed by and construed in accordance with
the laws of the State of California without regard to its conflicts of laws principles or decisions.
22.
Jurisdiction. The parties agree that the Bankruptcy Court shall have exclusive personal
and subject matter jurisdiction over any action or proceeding with respect to any claim arising out
of or related to this Agreement, and any of the documents or transactions contained in or
contemplated by this Agreement; provided, however, that the parties agree that the United States
District Court for the Central District of California (together with the Bankruptcy Court, the
“Chosen Courts”) shall have exclusive jurisdiction over such claim if (i) the Bankruptcy Cases
are closed and if the Bankruptcy Cases are not reopened to adjudicate such claim after request by
the party bringing such claim or (ii) the Bankruptcy Court determines that it does not have
jurisdiction over such claim. Solely in connection with claims arising under this Agreement, or
any of the documents or transactions contemplated hereby, the parties (a) irrevocably submit to
the exclusive jurisdiction of the Chosen Courts, (b) waive any objection to laying venue in any
such action or proceeding in the Chosen Courts, (c) waive any objection that the Chosen Courts
are an inconvenient forum or do not have jurisdiction over any party hereto, and (d) agree that
service of process upon such party in any such action or proceeding shall be effective if notice is
given in accordance with Section 13 hereof.
23.
Commencement. The parties acknowledge that commencement of the Manager’s
Services under this Agreement is subject to and contingent upon the occurrence of the Closing (as
defined in the APA). The Management Period shall not commence, and the parties’ obligations
during the Management Period shall not commence, unless and until the Closing has occurred.
24.
Cooperation on Regulatory Compliance Matters. Parent Company and the Manager
understand and acknowledge that the Corporation intends to comply with applicable federal and
state laws, regulations, and guidance. In the event the terms of this Agreement need to be amended
or supplemented based on guidance from or at the request or direction of a regulator made during
the term of this Agreement, Parent Company and the Manager shall cooperate with such
amendment and/or supplement to ensure the Corporation’s ability to comply with such guidance,
request or directive.
25.
Counterparts. This Agreement may be executed by one or more of the parties hereto on
any number of separate counterparts (including by telecopy), and all of said counterparts taken
together shall be deemed to constitute one and the same instrument. It may be delivered by
facsimile or electronic transmission, including by e-mail as a PDF, and facsimile or PDF copies of
executed signature pages, which shall be binding as originals.
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Exhibit A To IMA
BUSINESS ASSOCIATE AGREEMENT
The Business Associate Agreement (“BA Agreement”) is entered into as of and is in
effect as of the first day of the Management Period (“Effective Date”) by and between Seton
Medical Center (“Covered Entity” or “CE”) and AHMC Healthcare, Inc. (“Business Associate”
or “BA”).
RECITALS
A.

CE provides certain Protected Health Information (as defined below and referred to
herein as “PHI”) to BA in the course of BA providing services under that certain Interim
Management Agreement entered into by CE and BA as of March 30, 2020 (the “IMA”)
and effective during the Management Period (as defined in the IMA).

B.

In order to protect the privacy of the PHI and to comply with HIPAA, the HIPAA
Regulations, and the California Confidentiality Laws (each as defined below), CE and
BA desire to enter into this BA Agreement setting forth the terms and conditions of the
use and disclosure of such PHI.

In consideration of the mutual promises set forth below, the parties agree as follows:
ARTICLE I: DEFINITIONS
1.1

General Rule. Capitalized terms not otherwise defined in this BA Agreement shall have
the same meaning as those terms have in the HIPAA Regulations.

1.2

HIPAA means the Health Insurance Portability & Accountability Act of 1996, P.L. 104191, as amended by the HITECH Act.

1.3

HIPAA Regulations means the regulations promulgated under HIPAA by the U.S.
Department of Health and Human Services, including, but not limited to, the Privacy
Rule, the Security Rule, and the Breach Notification Rule, as currently in effect and as
modified from time to time.

1.4

HITECH Act means Subtitle D of the Health Information Technology for Economic and
Clinical Health Act (“HITECH”), which is Title XIII of the American Recovery and
Reinvestment Act of 2009, P.L. 111-5.

1.5

Privacy Rule means the Standards for Privacy of Individually Identifiable Health
Information, codified at 45 CFR Parts 160 and 164, Subparts A and E, as currently in
effect and as modified from time to time.

1.6

Protected Health Information or “PHI” shall have the meaning given to the term
“Protected Health Information” under the Privacy Rule.
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1.7

Breach Notification Rule means the Standards for Notification in the Case of Breach of
Unsecured Protected Health Information, codified at 45 CFR Parts 160 and 164, Subparts
A and D, as currently in effect and as modified from time to time.

1.8

Security Rule means the Security Standards for the Protection of Electronic Protected
Health Information, codified at 45 CFR Parts 160 and 164, Subparts A and C, as
currently in effect and as modified from time to time.

1.9

California Confidentiality Laws means the laws of the State of California governing the
confidentiality of PHI, including, but not limited to, the California Confidentiality of
Medical Information Act (Cal. Civil Code §56 et seq.), the patient access law (Cal.
Health & Safety Code §123100 et seq.), the HIV test result confidentiality law (Cal.
Health & Safety Code §120975 et seq.), the Lanterman-Petris-Short Act (Cal. Wel. &
Inst. Code §5328 et seq.), the medical identity theft law (Cal. Civil Code §1798.82), and
the improper access notification law (Cal. Health & Safety Code §1280.15).
ARTICLE II: OBLIGATIONS OF BA

2.1

General Requirements. Except as otherwise limited in this BA Agreement, BA may use
or disclose PHI to perform functions, activities, or services for, or on behalf of, CE
pursuant to one or more services agreements between CE and BA (the “Services
Agreements”), as listed on Exhibit A to this BA Agreement, provided that such Use or
Disclosure would not violate HIPAA, the HIPAA Regulations, or the California
Confidentiality Laws if done by CE. BA and its agents and subcontractors shall only
request, use, and disclose the minimum amount of PHI necessary to accomplish the
purpose of the permitted Use or Disclosure. BA agrees to comply with all applicable
provisions in HIPAA, the HIPAA Regulations, and the California Confidentiality Laws.

2.2

Uses or Disclosures Permitted by Privacy Rule. As permitted by the Privacy Rule, BA
may use or disclose PHI: (a) as is necessary for the proper management and
administration of BA’s organization, or (b) to carry out the legal responsibilities of BA;
provided, however, that any permitted Disclosure to a third party must be either Required
By Law or subject to reasonable assurances obtained by BA from the third party that the
PHI will be held confidentially, and securely, and used or disclosed only as Required By
Law or for the purposes for which it was disclosed to such third party, and that any
breaches of confidentiality of the PHI which become known to such third party will be
immediately reported to BA. BA shall obtain the prior permission of CE before making
any such disclosure that is not Required by Law. BA shall notify CE in a timely manner
prior to making any Disclosure that is Required By Law, in order to afford CE the
opportunity to respond to the request for such a Disclosure.

2.3

Data Aggregation. BA may provide Data Aggregation services relating to the Health
Care Operations of CE.

2.4

Disclosures to Agents and Subcontractors. BA shall ensure that any agent or
subcontractor to whom it provides PHI agrees in writing to the same restrictions,
conditions, and requirements that apply to BA with respect to such PHI and as set forth
-2-
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herein regarding the Use and Disclosure and security of PHI, including, but not limited
to, implementation of administration, physical and technical safeguards, notice of
prohibited Use or Disclosure, mitigation of harmful effects, responses to requests for
access and amendment, and a term permitting immediate termination of the agent’s or
subcontractor’s agreement with BA for improper Use or Disclosure of PHI. BA shall
terminate its agreement with any agent or subcontractor to whom it provides PHI if such
agent or subcontractor fails to abide by any material term of such agreement.
2.5

Safeguards. BA shall implement and use appropriate safeguards as necessary to prevent
the Use or Disclosure of PHI in any manner that is not permitted by this BA Agreement,
including but not limited to, safeguards designed to limit incidental Uses or Disclosures
made pursuant to an otherwise permitted or required Use or Disclosure.

2.6

Security Rule Safeguards. To the extent that BA creates, receives, maintains, or
transmits electronic PHI, BA shall comply with the Security Rule and implement
administrative, physical and technical safeguards that reasonably and appropriately
protect the confidentiality, integrity, and availability of any electronic PHI that may be
transmitted in conformity with the requirements of the Security Rule and prevent the Use
or Disclosure of electronic PHI in any manner that is not permitted by this BA
Agreement.

2.7

Direct Access to CE’s Electronic Systems. If BA or its employees/agents are granted
direct access to CE’s electronic systems, BA will ensure that each of its employees and
agents has access to only what is required for each employee/agent to perform the
specific duties assigned by BA to that individual employee/agent pursuant to the Services
Agreement with CE. Further, BA will provide immediate notice when its
employees/agents are terminated or change roles or otherwise no longer have a need for
access, BA will routinely monitor the list of employees/agents with access, BA will
educate its employees/agents that sharing of login information among its
employees/agents is prohibited, and BA will provide CE with a list of its
employees/agents with access to CE’s electronic systems upon request by CE.

2.8

Minimum Necessary Use and Disclosure. In conducting functions and/or activities
under this BA Agreement or any other agreement between the parties hereto that involve
the use and/or disclosure of PHI, BA shall make reasonable efforts to limit the use and/or
disclosure of PHI to the minimum amount of information necessary as determined by CE
to accomplish the intended purpose of the use or disclosure.

2.9

Reporting. BA agrees to provide written notice to CE of any Use or Disclosure of PHI
that is in violation of this BA Agreement, the Privacy Rule, the California Confidentiality
Laws, or other applicable federal or state law, within five (5) calendar days of becoming
aware of such Use or Disclosure. BA shall also notify CE in writing within five (5)
calendar days of receipt of any complaint that BA receives concerning the handling of
PHI or compliance with this BA Agreement. BA further agrees to provide written notice
to CE of any Security Incident within five (5) calendar days of BA’s discovery of such
Security Incident.
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Notwithstanding the foregoing, BA shall immediately, and in no case longer than fortyeight (48) hours after, upon discovery of a Breach under HIPAA or breach under
applicable state law, report to CE such Breach/breach, consistent with HIPAA, the
HIPAA Regulations, and the California Confidentiality Laws. BA must also, without
unreasonable delay, identify each individual whose unsecured PHI has been, or is
reasonably believed to have been, accessed, acquired or disclosed as a result of the
Breach/breach, and provide such information to CE as needed in order to meet the data
breach notification requirements under the Breach Notification Rule and the California
Confidentiality Laws, and in any event within five (5) calendar days after the discovery
of the Breach/breach. The Breach shall be considered “discovered” when the BA knew
or reasonably should have known when the Breach occurred.
BA agrees to fully cooperate, coordinate with and assist CE in gathering the information
necessary to notify the affected individuals. BA agrees to cooperate with CE to ensure
that all such Breach/breach notices are sent without unreasonable delay, and in no case
more than five (5) business days from the discovery of the Breach/breach, as required
under the applicable California Confidentiality Laws. BA agrees that it shall be solely
responsible for all costs and expenses incurred by both CE and BA as a result of the
Breach/breach, including costs associated with mitigation, preparation and delivery of the
notices.
2.10

Mitigation. BA shall mitigate promptly, to the extent practicable, any harmful effect that
is known to BA of a Use or Disclosure of PHI by BA in violation of this BA Agreement,
the Privacy Rule, or other applicable federal or state law.

2.11

Requests for Restrictions. BA agrees to comply with requests for restrictions on Use or
Disclosure of PHI that CE has agreed to or is required to abide by under 45 C.F.R.
§164.522, to the extent that such restriction may affect BA’s use or disclosure of such
PHI.

2.12

Access and Amendment. To enable CE to fulfill its obligations under the Privacy Rule,
BA shall make PHI in Designated Record Sets that are maintained by BA or its agents or
subcontractors available to CE for inspection, copying or amendment within ten (10)
calendar days of a request by CE. If an Individual requests inspection, copying or
amendment of PHI directly from BA or its agents or subcontractors, BA shall notify CE
in writing within five (5) business days of receipt of the request, and shall defer to, and
comply with, CE’s direction in a timely manner regarding the response to the Individual
regarding the request for inspection, copying or amendment.

2.13

Accounting. BA shall implement a process for recording certain Disclosures of PHI by
BA (“Accounting Information”) in order to enable CE to comply timely with its
obligations under the Privacy Rule including, but not limited to, 45 CFR Section 164.528.
At a minimum, this Accounting Information shall include for each such Disclosure
recordation of (a) the name and date of birth of the Individual whose PHI was the subject
of the Disclosure; (b) the date of Disclosure; (c) the name and address of the recipient of
the PHI; (d) a brief description of the PHI disclosed; and (e) a brief statement of the
purpose for the Disclosure that reasonably informs the Individual of the basis for the
-4-
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Disclosure. Within ten (10) calendar days of notice from CE of a request for an
accounting of Disclosures of PHI, BA shall make available to CE this Accounting
Information. In addition, for any month in which BA makes a Disclosure of PHI, BA
shall provide Accounting Information during the subsequent month pertaining to CE, in a
format and medium specified by CE. If an Individual requests an accounting directly
from BA or its agents or subcontractors, BA must notify CE in writing within five (5)
business days of the request, and shall defer to, and comply in a timely manner with,
CE’s direction regarding the response to the Individual regarding the request for an
accounting.
2.14

Government Officials. BA shall make its internal practices, books and records relating
to the Use and Disclosure of PHI available to the Secretary of the U.S. Department of
Health and Human Services (“Secretary”) for purposes of determining CE’s compliance
with the Privacy Rule. BA shall notify CE regarding any PHI that BA provides to the
Secretary concurrently with providing such PHI to the Secretary, and upon CE’s request,
shall provide CE with a duplicate copy of such PHI.

2.15

Insurance and Indemnity. BA shall maintain or cause to be maintained sufficient
insurance coverage as shall be necessary to insure BA and its agents or subcontractors
against any claim or claims for damages arising under this BA Agreement. Such
insurance coverage shall apply to all sites of BA and to all services provided by BA or its
agents or subcontractors under this BA Agreement.
BA shall indemnify, hold harmless and defend CE and its affiliated entities from and
against any and all claims, losses, liabilities, costs and other expenses (including
reasonable attorneys’ fees and costs, and administrative penalties and fines) incurred as a
result of, or arising directly or indirectly out of or in connection with any act or omission
of BA, its agents or subcontractors, under this BA Agreement including, but not limited
to, negligent or intentional acts or omissions. The indemnification obligation of BA shall
survive termination of this BA Agreement.

2.16

Prohibition on Sale of PHI. BA agrees to comply with the prohibition of sale of PHI
without authorization unless an exception under 45 C.F.R. § 164.508 applies.

2.17

Compliance with CE's Obligations. To the extent that BA carries out CE's obligations
under HIPAA, the HIPAA Regulations, or the California Confidentiality Laws, BA shall
comply with all of the requirements of HIPAA, the HIPAA Regulations, and the
California Confidentiality Laws, in the performance of such obligations.
ARTICLE III: OBLIGATIONS OF CE

3.1

Notice of Privacy Practices. CE shall notify BA of limitation(s) in its notice of privacy
practices, in accordance with 45 CFR Section 164.520, to the extent such limitation
affects BA’s permitted Uses or Disclosures.

3.2

Individual Permission. CE shall notify BA of changes in, or revocation of, permission
by an Individual to use or disclose PHI, to the extent such changes affect BA’s permitted
Uses or Disclosures.
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3.3

Restrictions. CE shall notify BA of restriction(s) in the Use or Disclosure of PHI that CE
has agreed to, in accordance with 45 CFR Section 164.522, to the extent such restriction
affects BA’s permitted Uses or Disclosures.

3.4

Prohibited Requests. CE shall not request BA to use or disclose PHI in any manner that
would not be permissible under HIPAA, the HIPAA Regulations, or the California
Confidentiality Laws, if done by CE.
ARTICLE IV: TERM AND TERMINATION

4.1

Term. This BA Agreement shall be effective as of the Effective Date, and shall continue
in effect with respect to each Services Agreement until: (i) this BA Agreement is
terminated in accordance with the provisions of Section 4.2 or (ii) the relevant Services
Agreement (in its entirety) is terminated; provided, however, that in the event that CE has
entered into more than one Services Agreements with BA and one or more, or a portion
of one or more, but not all, of such Services Agreements are terminated, this BA
Agreement shall terminate only with respect to the Services Agreement(s) (or portions
thereof) that have been terminated. Under such circumstances, this BA Agreement shall
continue in effect with respect to all Services Agreements (or portions thereof) between
CE and BA which have not been terminated.

4.2

Termination for Cause. In the event of either party’s material breach of this BA
Agreement, the non-breaching party may terminate this BA Agreement upon ten (10)
calendar days prior written notice to the breaching party in the event the breaching party
does not cure such breach to the reasonable satisfaction of the non-breaching party within
such ten (10) calendar day period. In the event that cure of a breach under this Section
4.2 is not reasonably possible, the non-breaching party may immediately terminate this
BA Agreement; or if neither termination nor cure is feasible, the non-breaching party
may, subject to all applicable legal privileges, report the violation to the Secretary of the
Department of Health and Human Services. Either party may terminate this BA
Agreement immediately if (a) the other party is named as a defendant in a criminal
proceeding for a violation of HIPAA, HIPAA Regulations, or the California
Confidentiality Laws, or (b) if a finding or stipulation that the other party has violated
any standard or requirement of HIPAA, the HIPAA Regulations, the California
Confidentiality Laws, or any other security or privacy law is made in any administrative
or civil proceeding in which that party has been joined.

4.3

Effects of Termination. Upon termination of the business relationship between the
parties and/or the BA Agreement for any reason, BA shall, at CE’s direction, return or
destroy all PHI that BA or its agents or subcontractors still maintain in any form, and
shall retain no copies of such PHI. Upon CE’s request, BA shall certify in writing that
such return or destruction has occurred. If BA determines that return or destruction is not
feasible, BA shall explain to CE in writing why conditions make the return or destruction
of such PHI not feasible. If CE agrees that the return or destruction of PHI is not feasible,
BA shall retain the PHI, subject to all of the protections of this BA Agreement, and shall
make no further Use or Disclosure of the PHI, except as for those purposes that make the
return or destruction of the PHI not feasible. In any event, upon termination of the
-6-
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business relationship between the parties and/or the BA Agreement, BA shall retain for
no less than six (6) years the Accounting Information compiled by BA pursuant to section
2.13 of this BA Agreement, and shall make such Accounting Information available to CE
within five (5) business days of a request.
4.4

Survival. The obligations of BA under this Article IV shall survive the termination of the
business relationship between the parties and/or the BA Agreement.
ARTICLE V: MISCELLANEOUS

5.1

Assistance. In the event of an administrative or judicial action commenced against CE
where BA may be at fault, in whole or in part, as the result of its performance under this
BA Agreement, BA agrees to defend or to cooperate with CE in the defense against such
action.

5.2

Subcontracts and Assignment. BA shall not subcontract its obligations, assign its
rights, or delegate its duties under this BA Agreement without the express written consent
of CE.

5.3

Amendment. If any modification to this BA Agreement is required for conformity with
federal or state law or if CE reasonably concludes that an amendment to this BA
Agreement is required because of a change in federal or state law, or by reason of CE’s
status as a business associate of another covered entity, CE shall notify BA of such
proposed modification(s) (“Required Modifications”). Such Required Modifications shall
be deemed accepted by BA and this BA Agreement so amended, if BA does not, within
thirty (30) calendar days following the date of the notice, deliver to CE its written
rejection of such Required Modifications. If BA submits a written rejection of the
Required Modification, CE may terminate its business relationship with BA upon thirty
(30) calendar days written notice, or such longer period as may be required by law. Other
modifications to this BA Agreement may be made on mutual agreement of the parties.

5.4

Business Relationship. Except as specifically required to implement the purposes of this
BA Agreement, and except to the extent inconsistent with this BA Agreement, all terms
of the business relationship between the parties shall remain in full force and effect. In
the event of a conflict between the terms of the business relationship between the parties
and this BA Agreement, this BA Agreement shall control.

5.5

Ambiguity. Any ambiguity in this BA Agreement relating to the Use and Disclosure of
PHI shall be resolved in favor of a meaning that furthers the obligations to protect the
privacy and security of the PHI, whether electronic or other medium, in accordance with
the Privacy Rule.

5.6

Primacy. To the extent that any provisions of this BA Agreement conflict with the
provisions of any other agreement or understanding between the parties, this BA
Agreement shall control with respect to the subject matter of this BA Agreement.

5.7

Third Party Beneficiaries. Except as expressly provided for in this BA Agreement or
the Privacy Rule, there are no third party beneficiaries to this BA Agreement.
-7-
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5.8

Independent Contractors. No provision of this BA Agreement is intended to create, nor
shall be deemed or construed to create, any employment, agency or joint venture
relationship between CE and BA other than that of independent entities contracting with
each other hereunder solely for the purpose of effectuating the provisions of this BA
Agreement. None of the parties nor any of their respective representatives shall be
construed to be the agent, employer, or representative of the other. The parties have
reviewed the factors to determine whether an agency relationship exists under the federal
common law of agency and it is not the intention of either CE or BA that BA constitute
an “agent” under such common law.

5.9

Counterparts; Facsimiles. This BA Agreement and any exhibits hereto may be executed
in one or more counterparts; each counterpart shall be deemed an original. Facsimile
copies hereof shall be deemed to be originals.

5.10

Notices. All notices required or permitted to be given under this BA Agreement shall be
in writing and shall be sufficient in all respects if delivered personally, by nationally
recognized overnight delivery service, or by registered or certified mail, postage prepaid,
addressed as set forth in the notice provisions under the IMA. Notice shall be deemed to
have been given upon transmittal thereof as to those personally delivered, upon the first
day after mailing as to those sent by nationally recognized overnight delivery service, and
upon the third day after mailing as to those sent by United States Mail. The above
addresses may be changed by giving notice in the manner provided for above.

IN WITNESS WHEREOF, the parties hereto have duly executed this BA Agreement to be
effective as of the Effective Date.
CE
Seton Medical Center

BA
AHMC Healthcare, Inc.

By:_______________________________
Name: ____________________________
Title: ____________________________

By:_______________________________
Name: ____________________________
Title: ____________________________
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Schedule 3.6 to IMA
Retained Contracts
To be completed by the parties, in accordance with both the IMA and that certain Asset Purchase
Agreement, dated as of March 30, 2020 by and between CE and BA and certain other entities
(the “APA”).
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SALE LEASEBACK AGREEMENT
This Sale Leaseback Agreement (the “Leaseback Agreement”) is made and entered into
as of March 30, 2020 (the “Signing Date”), by and among Seton Medical Center, a California
nonprofit public benefit corporation (the “Corporation”) on the one hand, and AHMC Healthcare
Inc., a California corporation (“Parent Company”) and a legal entity to be formed and controlled
by Parent Company (“Hospital Newco,” and collectively with Parent Company, the “Parent
Company Parties”) on the other hand. The Corporation, Parent Company, and Hospital Newco
may be referred to herein individually as a “Party,” and collectively as the “parties.”
RECITALS
A.
On August 31, 2018, the Corporation and certain of its affiliates each filed a
voluntary petition for relief (collectively, the “Bankruptcy Cases”) under chapter 11 of title 11 of
the United State Code (the “Bankruptcy Code”).
B.
The Bankruptcy Cases are jointly administered under Lead Case No. 18-20151 and
are currently pending in the Bankruptcy Court for the Central District of California in Los Angeles
(the “Bankruptcy Court”).
C.
Parent Company, on the one hand, and the Corporation, Verity Health System of
California, Inc., a California nonprofit public benefit corporation (“Verity”), and Verity Holdings,
LLC, a California limited liability company (“Verity Holdings”, and together with Verity and the
Corporation, “Sellers”), on the other, have entered into that certain Asset Purchase Agreement,
dated of even date herewith (the “APA”), which provides for the sale of the assets of the
Corporation and related assets (collectively, the “Assets”).
D.
The Corporation operates two general acute care hospitals under a single license,
consisting of: (i) the hospital known as Seton Medical Center, located at 1900 Sullivan Avenue,
Daly City, CA 94015, including the related hospital pharmacy, laboratory and emergency
department and (ii) the hospital known as Seton Medical Center Coastside, located at 600 Marine
Blvd, Moss Beach, CA 94038, including the related hospital pharmacy, laboratory and emergency
department (collectively, the “Hospital”), and such other locations where the Hospital’s services
are provided (collectively, the “Hospital Premises”).
E.
Parent Company designated its affiliate, Hospital Newco, as the owner of the
Corporation’s Assets purchased by Parent Company under the APA (the “Designation”), and its
affiliate _________________________ (the “Manager”) as the operator of the Hospital.
F.
Pursuant to Section 1.3 of the APA, the Corporation, Parent Company, and the
Manager, are entering into that certain Interim Management Agreement (“IMA”) of even date
herewith, and commencing at the Effective Time (as defined in the APA), to enable the Manager
to manage the day-to-day operations of the Hospital following the Closing (as defined in the APA)
until the Manager is issued the Licenses (as defined in the APA) necessary to operate the Hospital
(for the avoidance of doubt, that date will occur when the Manager is issued both a license to
operate the Hospital as an acute care hospital by the California Department of Public Health, and
a permit to operate a hospital-based pharmacy by the California Board of Pharmacy (collectively,
the “New Licenses”)).
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G.
Pursuant to the APA, at the Effective Time, Parent Company will purchase the
Hospital Assets, except for the Excluded Assets (as set forth in the APA). Also pursuant to the
APA, that portion of the Assets constituting drugs, dangerous devices, pharmacy systems, or other
pharmacy assets (the “Pharmacy Assets”) shall transfer to Parent Company (or its affiliate) as of
the Licensure Date (as defined in the APA).
H.
Immediately following the Closing, and until the Manager obtains the New
Licenses, the Parent Company Parties desire to lease back or license to the Corporation all of the
then-acquired Hospital Assets used in the operation of the Hospital, and the Corporation desires to
so lease or license such Hospital Assets from the Parent Company Parties on the terms and
conditions set forth herein. The Hospital Assets shall exclude the Pharmacy Assets, which the
Corporation shall own until the New Licenses are issued.
AGREEMENT
NOW, THEREFORE, in consideration of the covenants and conditions contained herein,
and for other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties hereby agree as follows:
1.
Definitions. Any capitalized term appearing herein that is not defined shall have
the same definition ascribed to it under the IMA or the APA (as designated when such term first
appears herein).
2.

Description of The Leased or Licensed Assets.

2.1 Leased or Licensed Assets. The Parent Company Parties hereby lease or
license to the Corporation, and the Corporation leases or licenses from the Parent Company Parties,
all of the Assets used in the operation of the Hospital, except for the Pharmacy Assets, which the
Corporation shall continue to own until the Licensure Date (as defined in the APA) (collectively,
the “Leased or Licensed Assets”). Specifically, the Leased or Licensed Assets shall include: (a)
the Hospital Premises (which shall be leased); (b) tangible personal property, including, but not
limited to, fixtures, furnishings, hard copy medical and financial records and equipment (including,
but not limited to, hardware to operate and run the electronic health record systems, hospital
operating systems, laboratory information systems, and financial reporting systems) (which shall
be leased); and (c) intangible intellectual property saved or embodied in the electronic health
record systems, hospital operating systems, laboratory information systems, and financial
reporting systems (which shall be licensed for use by the Corporation).
2.2 Management of Pharmacy and Use of Pharmacy Assets.
(a)
The Corporation shall at all times during the term of this Leaseback
Agreement be the owner of the Pharmacy Assets. The parties acknowledge, however, that under
the IMA, the Manager will be managing the Corporation’s pharmacy during the Management
Period (as defined in the IMA), and the Corporation therefore grants the Manager (i) access to
and authority to use the drugs, dangerous drug delivery devices, or other tangible pharmacy
assets, and (ii) a license to use the intangible intellectual property saved or embodied in the
pharmacy systems, in each case to the extent necessary for the Manager to fulfill its obligations
under the IMA.
2
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(b)
Pursuant to the IMA, the Corporation shall be responsible for
purchasing drugs and dangerous devices identified by the Manager as necessary for the operations
of the Hospital, and the Manager shall reimburse the Corporation for all costs and expenses
incurred for such purchases.
3.
Term; Termination. This Leaseback Agreement shall have a term coextensive with
the Management Period (as defined in the IMA) and shall automatically terminate upon the
termination of the IMA.
4.

Payments by the Parent Company Parties.

4.1 Utilities. The Parent Company Parties shall pay all utilities and services
supplied to the Hospital during the term hereof, including but not limited to water, gas, air
conditioning, heat, light, power, telephone service, and waste removal services.
4.2 Taxes. The Parent Company Parties shall pay all taxes, assessments, and
levies of any kind or nature whatsoever, including real property taxes, personal property taxes,
income taxes, employment taxes, and sales or use taxes, that are taxed, assessed, levied, invoiced
or imposed upon or against the Leased or Licensed Assets, the Hospital, and/or the Hospital
Premises, after the Effective Time.
4.3 Insurance. The Parent Company Parties shall pay for all insurance coverages,
including premiums, deductibles, stop-loss, and any other insurance covering the Leased or
Licensed Assets, the Pharmacy Assets, the Hospital, and the Hospital Premises during the term
hereof. The Parent Company Parties covenant and agree that the Leased or Licensed Assets, the
Pharmacy Assets, the Hospital, and the Hospital Premises are covered as of the date hereof and
will be covered at all times by general liability, fire, theft, business interruption, cyber, professional
liability, directors and officers insurance, employment practices liability, terrorism, workers’
compensation & employers’ liability, directors and officers, fiduciary, crime, punitive damages
excess liability, physical damage, property liability, automobile, storage tank, helipad and nonowned aviation, sexual misconduct and molestation, medical provider professional liability, and
provider capitation stop loss (managed care excess loss) insurance. All such insurance shall name
the Parent Company Parties and the Corporation as insureds as their respective interests may
appear.
4.4 Repairs and Maintenance: Alterations. The Parent Company Parties shall pay
all costs of repairing (including replacement of) and maintaining the Leased or Licensed Assets
and Hospital and every part thereof in good and sanitary order, condition and repair during the
term hereof, reasonable wear and tear excepted, including, without limitation, all costs of all
repairs, replacements and maintenance required by any applicable governmental law, statute,
ordinance, rule or regulation, including the California Office of Statewide Health Planning and
Development (OSHPD). The Corporation shall not make any alterations or changes to the Leased
or Licensed Assets, the Hospital or the Hospital Premises without prior written approval of the
Parent Company Parties, which may be given or withheld in the Parent Company Parties’ sole
discretion.
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4.5 Payment. Nothing in this Section 4 shall in any way limit, reduce, or otherwise
affect Parent Company’s payment obligations under the IMA or the APA.
5.
Use. The Leased or Licensed Assets shall be used for the operation of the Hospital,
subject to the terms of the APA and the IMA.
6.

Risk of Loss.

6.1 The Corporation assumes no risks or liability for damage to or injury occurring
to the Leased or Licensed Assets or Hospital during the term of this Leaseback Agreement by any
means whatsoever, including fire, storm, earthquake, vandalism, strike, accident or any other
casualty (collectively, “Casualty”), and the Parent Company Parties shall have all right, title, and
interest in and to the proceeds of any insurance it obtained and paid for covering such Casualty.
6.2 If, during the term of this Leaseback Agreement, action is initiated to take the
Hospital Premises or any portion thereof by eminent domain proceedings or by deed in lieu thereof
(collectively, “Condemnation”), the Parent Company Parties, and not the Corporation, shall have
all right, title, and interest in and to the award from the Condemnation.
6.3 In the event of a Casualty or Condemnation, neither the Parent Company
Parties nor the Corporation may terminate this Leaseback Agreement.
7.
Continued Access. Following termination of this Leaseback Agreement, and until
the entry of final decrees closing the Bankruptcy Cases, the Patient Care Ombudsman, appointed
by the United States Trustee pursuant to Bankruptcy Code § 333 and approved by the Bankruptcy
Court [see Docket No. 430], shall have continuing access to the Leased or Licensed Assets and
related personnel during normal business hours and upon at least one (1) business day’s prior
written notice to the Parent Company Parties, for the purpose of winding down the Corporation’s
affairs, in connection with any litigation or adversary proceedings, and to effectuate the chapter 11
plan as approved by the Bankruptcy Court.
8.

Miscellaneous.

8.1 Further Assurances. Each of the parties hereto agrees to execute and deliver
any and all further agreements, documents or instruments necessary to effectuate this Leaseback
Agreement and the transactions referred to herein or contemplated hereby or reasonably requested
by the other Party to perfect or evidence their rights hereunder.
8.2 Notices and Demands. All notices and demands, requests, consents,
approvals, and other similar communications under this Leaseback Agreement shall be in writing
and shall be sent by personal delivery or by either (a) United States certified or registered mail,
return receipt requested, postage prepaid, or (b) Federal Express or similar generally recognized
overnight carrier regularly providing proof of delivery, addressed as follows:
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If to the Corporation:

Seton Medical Center
c/o Verity Health System of California, Inc.
601 South Figueroa Street, Suite 4050
Los Angeles, CA 90017-5704
Attention: Chief Executive Officer

With copies to:
(which copy shall
constitute notice)

not

Tania Moyron, Esq.
Dentons US LLP
601 South Figueroa St., Suite 2500
Los Angeles, CA 90017-5704

and

Hope Levy-Biehl, Esq.
Davis Wright Tremaine LLP
865 S Figueroa St,
Los Angeles, CA 90017

If to the Parent Company AHMC Healthcare Inc.
Parties:
55 S. Raymond Ave., Suite 105
Alhambra, CA 91801
Attention: Jonathan Wu
Facsimile: 626-289-8952
With copies to:
(which copies shall
constitute notice)

AHMC Healthcare Inc., Legal Department
500 E. Main St., 5th Floor
not Alhambra, CA 91801
Attention: Maan-Huei Hung, Esq.
Facsimile: 626-248-3303
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Any notice so given by mail shall be deemed to have been given as of the date of delivery (whether
accepted or refused) established by U.S. Post Office return receipt or the overnight carrier’s proof
of delivery, as the case may be, whether accepted or refused. Any such notice not so given shall
be deemed given upon receipt of the same by the Party to whom the same is to be given. Any
Party hereto may designate a different address for itself by notice to the other parties in accordance
with this Section 8.2.
8.3 Payment of Expenses. Except for the Parent Company Parties’ obligation to
be responsible for certain costs, fees, and expenses as set forth elsewhere in this Leaseback
Agreement, each Party hereto shall bear its own legal, accounting, and other expenses incurred in
connection with the preparation and negotiation of this Leaseback Agreement and the
consummation of the transactions contemplated hereby, whether or not the transaction is
consummated.
8.4 Rent. The Corporation has prepaid the sum of One Thousand Dollars
($1,000.00), the receipt of which is hereby acknowledged by the Parent Company Parties, and the
Corporation shall not be required to pay the Parent Company Parties any additional rent under this
Leaseback Agreement.
8.5 Entire Agreement; Amendment; Waiver. This Leaseback Agreement, the
IMA, and those provisions of the APA expressly identified in this Leaseback Agreement contain
the entire agreement among the parties with respect to the subject matter hereof and supersede all
prior agreements, arrangements, and understandings relating to the subject matter hereof and
thereof. There are no written or oral agreements, understandings, representations, or warranties
among the parties other than those set forth in this Leaseback Agreement, the IMA, and those
provisions of the APA expressly identified in this Leaseback Agreement. Nothing in this Leaseback
Agreement modifies or shall be construed as modifying any orders entered by the Bankruptcy
Court. This Leaseback Agreement may not be modified or amended except in writing signed by
the parties hereto. No waiver of any term, provision or condition of this Leaseback Agreement in
any one or more instances, shall be deemed to be or be construed as a further or continuing waiver
of any such term, provision or condition of this Leaseback Agreement. No failure to act shall be
construed as a waiver of any term, provision, condition or rights granted hereunder.
8.6 Assignment. Neither this Leaseback Agreement nor the rights, duties or
obligations arising hereunder shall be assignable or delegable by the Corporation or the Parent
Company Parties without the prior written consent of the other parties, which may be granted,
denied or conditioned in such Party’s absolute discretion except that the Parent Company Parties
may assign this Leaseback Agreement in connection with any permitted assignment under the IMA.
Subject to the foregoing, this Leaseback Agreement shall be binding upon, and inure to the benefit
of, the respective successors and assigns of the parties hereto.
8.7 Joint Venture; No Third Party Beneficiaries. Nothing contained herein shall
be construed as forming a joint venture or partnership among the parties hereto with respect to the
subject matter hereof. The parties hereto do not intend that any third party shall have any rights
under this Leaseback Agreement.
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8.8 Captions. The section headings contained herein are for convenience only and
shall not be considered or referred to in resolving questions of interpretation.
8.9 Governing Law. This Leaseback Agreement shall be governed by and
construed in accordance with the laws of the State of California without regard to its conflicts of
laws principles or decisions.
8.10 Jurisdiction. The parties agree that the Bankruptcy Court shall have exclusive
personal and subject matter jurisdiction over any action or proceeding with respect to any claim
arising out of or related to this Leaseback Agreement, and any of the documents or transactions
contained in or contemplated by this Leaseback Agreement; provided, however, that the parties
agree that the United States District Court for the Central District of California (together with the
Bankruptcy Court, the “Chosen Courts”) shall have exclusive jurisdiction over such claim if (i)
the Bankruptcy Cases are closed and if the Bankruptcy Cases are not reopened to adjudicate such
claim after request by the Party bringing such claim or (ii) the Bankruptcy Court determines that it
does not have jurisdiction over such claim. Solely in connection with claims arising under this
Leaseback Agreement, or any of the documents or transactions contemplated hereby, the parties (a)
irrevocably submit to the exclusive jurisdiction of the Chosen Courts, (b) waive any objection to
laying venue in any such action or proceeding in the Chosen Courts, (c) waive any objection that
the Chosen Courts are an inconvenient forum or do not have jurisdiction over any Party hereto, and
(d) agree that service of process upon such Party in any such action or proceeding shall be effective
if notice is given in accordance with Section 8.2 hereof
8.11 Conditions to Effectiveness. The parties acknowledge that this Leaseback
Agreement is subject to and contingent upon the occurrence of the Closing under the APA. This
Leaseback Agreement shall not be effective, nor shall any Party have any obligations hereunder,
unless and until the Closing under the APA has occurred.
8.12 Cooperation on Regulatory Compliance Matters. The Parent Company Parties
understand and acknowledges that the Corporation intends to comply with applicable federal and
state laws, regulations, and guidance, as well as the requirements or recommendations of any
accrediting agencies. In the event the terms of this Leaseback Agreement need to be amended or
supplemented based on guidance from or at the request or direction of a regulator made during the
term of this Leaseback Agreement, the Parent Company Parties shall cooperate with such
amendment and/or supplement to ensure the Corporation’s ability to comply with such guidance,
request, recommendation or directive.
8.13 Transition Services Agreement. Pursuant to Section 1.4.8 and Section 1.5.8
of the APA, the Sellers and Parent Company will enter into a Transition Services Agreement to
facilitate the winding down of the Sellers’ businesses, the completion of the Bankruptcy Cases, and
the dissolution of the Sellers. The parties hereto shall cooperate with each other to enable the
Corporation and the Parent Company Parties to carry out their obligations under, and give effect to
the terms of, the Transition Services Agreement.
8.14 Fair Meaning. This Leaseback Agreement shall be construed according to its
fair meaning and as if prepared by all parties hereto.

7
US_Active\114507703\V-1

Case 2:18-bk-20151-ER

Doc 4360 Filed 03/29/20 Entered 03/29/20 21:17:14
Main Document
Page 143 of 150

Desc

8.15 Counterparts. This Leaseback Agreement may be executed by one or more of
the parties hereto on any number of separate counterparts (including by telecopy), and all of said
counterparts taken together shall be deemed to constitute one and the same instrument. This
Leaseback Agreement may be delivered by facsimile or electronic transmission, including by email as a PDF, and facsimile or PDF copies of executed signature pages, which shall be binding as
originals.
[Signature Page Follows.]
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1
2
3
4
5
6
7

DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

10
11
12

Proposed Attorneys for the Chapter 11 Debtors and
Debtors In Possession
UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
In re

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,
Debtors and Debtors In Possession.

13

 Affects All Debtors

14

 Affects Verity Health System of
California, Inc.
 Affects O’Connor Hospital
 Affects Saint Louise Regional Hospital
 Affects St. Francis Medical Center
 Affects St. Vincent Medical Center
 Affects Seton Medical Center
 Affects O’Connor Hospital Foundation
 Affects Saint Louise Regional Hospital
Foundation
 Affects St. Francis Medical Center of
Lynwood Foundation
 Affects St. Vincent Foundation
 Affects St. Vincent Dialysis Center, Inc.
 Affects Seton Medical Center Foundation
 Affects Verity Business Services
 Affects Verity Medical Foundation
 Affects Verity Holdings, LLC
 Affects De Paul Ventures, LLC
 Affects De Paul Ventures - San Jose
Dialysis, LLC

15
16
17
18
19
20
21
22
23
24
25

Desc

SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
NICHOLAS A. KOFFROTH (Bar No. 287854)
nicholas.koffroth@dentons.com
DENTONS US LLP
601 South Figueroa Street, Suite 2500
Los Angeles, California 90017-5704
Tel: (213) 623-9300 / Fax: (213) 623-9924
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Debtors and Debtors In Possession.
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Jointly Administered With:
Case No. 2:18-bk-20162-ER
Case No. 2:18-bk-20163-ER
Case No. 2:18-bk-20164-ER
Case No. 2:18-bk-20165-ER
Case No. 2:18-bk-20167-ER
Case No. 2:18-bk-20168-ER
Case No. 2:18-bk-20169-ER
Case No. 2:18-bk-20171-ER
Case No. 2:18-bk-20172-ER
Case No. 2:18-bk-20173-ER
Case No. 2:18-bk-20175-ER
Case No. 2:18-bk-20176-ER
Case No. 2:18-bk-20178-ER
Case No. 2:18-bk-20179-ER
Case No. 2:18-bk-20180-ER
Case No. 2:18-bk-20181-ER
Hon. Judge Ernest M. Robles

NOTICE TO COUNTERPARTIES TO
EXECUTORY CONTRACTS AND UNEXPIRED
LEASES OF THE DEBTORS THAT MAY BE
ASSUMED AND ASSIGNED
[RELATES TO DOCKET NOS. ____]

Hearing:
Date: ___________, 2020
Time: 10:00 am
Place: Courtroom 1568
255 E. Temple St.,
Los Angeles, CA
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PLEASE TAKE NOTICE that, on March ___, 2020, the above-captioned debtors and
debtors in possession (the “Debtors”), filed the Debtors’ Notice of Motion and Motion to Approve
Terms and Conditions of a Private Sale of Certain of the Debtors’ Assets Related to Seton
Medical Center to AHMC Healthcare, Inc. [Docket No. ____] (the “Motion”). 1
PLEASE TAKE FURTHER NOTICE that, on ____________, 2020, the Court entered
an Order [Docket No. ____] (the “Order”) approving, among other things, the sale (the “Sale”)
pursuant to that certain asset purchase agreement (the “APA”) as set forth more fully in the
Motion, which Order governs (i) the sale of certain assets (the “Purchased Assets”) of Verity
Health System of California, Inc. (“VHS”), Verity Holdings, LLC (“Holdings”), and Seton
Medical Center (“Seton” and, together with VHS and Holdings, the “Sellers”), and (ii) procedures
for the assumption and assignment of certain of the Sellers’ executory contracts and unexpired
leases.
PLEASE TAKE FURTHER NOTICE that the Motion also seeks Court approval of the
Sale of the Purchased Assets to AHMC Healthcare, Inc. (“AHMC”), free and clear of all liens,
claims, interests and encumbrances pursuant to § 363 of the Bankruptcy Code, 11 U.S.C. § 101,
et seq. including the assumption by the Debtors and assignment to AHMC of certain executory
contracts and unexpired leases pursuant to § 365 of the Bankruptcy Code (the “Assumed
Executory Contracts”), with such liens, claims, interests and encumbrances to attach to the
proceeds of the Sale with the same priority, validity and enforceability as they had prior to such
Sale.
PLEASE TAKE FURTHER NOTICE that the Court held a hearing (the “Sale
Hearing”) on _____________, 2020, at 10:00 a.m. (Pacific Time), approving the Sale. The Court
set a further hearing to be held on ___________, 2020, at 10:00 a.m. (prevailing Pacific Time),
before the United States Bankruptcy Court for the Central District of California, 255 E. Temple
St., Los Angeles, California 90012, Courtroom 1568 concerning any objections to the assumption
and assignment of the Assumed Executory Contracts (the “Assumption Objection Hearing”). The
Assumption Objection Hearing may be adjourned from time to time without further notice to
creditors or parties in interest other than by announcement of the adjournment in open court on
the date scheduled for the Assumption Objection Hearing.
PLEASE TAKE FURTHER NOTICE that, consistent with the Order, the Debtors may
seek to assume an executory contract or unexpired lease to which you may be a party. The
Assumed Executory Contract(s) are described on Exhibit A attached to this Notice. The amount
shown on Exhibit A hereto as the “Cure Amount” is the amount, if any, which the Debtors assert
is owed to cure any defaults existing under the respective Assumed Executory Contract.
PLEASE TAKE FURTHER NOTICE that, if you (i) disagree with the Cure Amount
shown for the Assumed Executory Contract(s) on Exhibit A to which you are a party, and/or
(ii) object to the assumption and assignment of the Assumed Executory Contract with respect to
1

Capitalized terms not otherwise defined herein shall have the meanings ascribed to them in the
Motion.
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AHMC’s ability to provide adequate assurance of future performance under the Assumed
Executory Contract, then you must file in writing with the United States Bankruptcy Court for the
Central District of California, 255 E. Temple St., Los Angeles, California 90012, an objection on
or before 5:00 p.m. (prevailing Pacific Time) __________, 2020. Any objection must set forth
the specific default or defaults alleged and set forth any cure amount as alleged by you. If a
contract or lease is assumed and assigned pursuant to a Court order approving same, then unless
you properly file and serve an objection to the Cure Amount contained in this Notice, you will
receive at the time of the closing of the sale (or as soon as reasonably practicable thereafter), the
Cure Amount set forth herein, if any. Any counterparty to an Assumed Executory Contract that
fails to timely file and serve an objection to the Cure Amounts shall be forever barred from
asserting that a Cure Amount is owed in an amount in excess of the amount, if any, set forth in
the attached Exhibit A.
PLEASE TAKE FURTHER NOTICE that any objection you may file must be served
so as to be received by the following parties by the applicable objection deadline date and time:
(i) counsel to the Debtors: Dentons US LLP, 601 S. Figueroa Street, Suite 2500, Los Angeles,
CA 90017 (Attn: Tania M. Moyron (tania.moyron@dentons.com)); (ii) the Debtors’ Investment
Banker: Cain Brothers, a division of KeyBanc Capital Markets, 1 California Street, Suite 2400,
San Francisco, CA 94111 (Attn: James Moloney (jmoloney@cainbrothers.com)); (iii) counsel to
the Official Committee: Milbank, Tweed, Hadley & McCloy LLP, 2029 Century Park East, 33rd
Floor, Los Angeles, CA 90067 (Attn: Gregory A. Bray (gbray@milbank.com)); (iv) counsel to
the Master Trustee and Series 2005 Bond Trustee: Mintz, Levin, Cohn, Ferris, Glovsky and
Popeo, P.C., One Financial Center, Boston, MA 02111 (Attn: Daniel S. Bleck and Paul Ricotta
(dsbleck@mintz.com, pricotta@mintz.com)); (v) counsel to the Series 2015 Notes Trustee:
McDermott Will & Emergy LLP, 444 West Lake Street, Suite 4000, Chicago, IL 60606 (Attn:
Nathan F. Coco and Megan Preusker (ncoco@mwe.com; mpreusker@mwe.com)); (vi) counsel to
the Series 2017 Notes Trustee: Maslon, LLP, 3300 Wells Fargo Center, 90 South Seventh Street,
Minneapolis, MN 55402 (Attn: Clark Whitmore (clark.whitmore@maslon.com)); and (vii)
counsel to the MOB Lenders: Jones Day, 250 Vesey Street, New York, NY 10281 (Attn: Bruce
Bennett,
Benjamin
Rosenblum,
and
Peter
Saba
(bbennett@jonesday.com,
brosenblum@jonesday.com, psaba@jonesday.com).
PLEASE TAKE FURTHER NOTICE that AHMC shall be responsible for satisfying
any requirements regarding adequate assurance of future performance that may be imposed under
11 U.S.C. §§ 365(b) and (f) in connection with the proposed assignment of any Assumed
Executory Contract. The Court shall make its determinations concerning adequate assurance of
future performance under the Assumed Executory Contracts pursuant to 11 U.S.C. §§ 365(b) and
(f) at the Assumption Objection Hearing.
PLEASE TAKE FURTHER NOTICE that except to the extent otherwise provided in
the AHMC APA, the Debtors and the Debtors’ estates shall be relieved of all liability accruing or
arising after the assumption and assignment of the Assumed Executory Contracts pursuant to 11
U.S.C. § 365(k).
PLEASE TAKE FURTHER NOTICE that Assumption Objections may be resolved by
the Court at the Assumption Objection Hearing, or at a separate hearing either before or after the
Assumption Objection Hearing.
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PLEASE TAKE FURTHER NOTICE that nothing contained herein shall obligate the
Debtors to assume any Assumed Executory Contracts or to pay any Cure Amount.
PLEASE TAKE FURTHER NOTICE THAT IF YOU DO NOT TIMELY FILE AND
SERVE AN OBJECTION AS STATED ABOVE, THE COURT MAY GRANT THE RELIEF
REQUESTED IN THE MOTION WITH NO FURTHER NOTICE.
PLEASE TAKE FURTHER NOTICE THAT ANY COUNTERPARTY TO ANY
ASSUMED EXECUTORY CONTRACT WHO DOES NOT FILE A TIMELY OBJECTION TO
THE CURE AMOUNT FOR SUCH ASSUMED EXECUTORY CONTRACT IS DEEMED TO
HAVE CONSENTED TO SUCH CURE AMOUNT.
Dated: _________, 2020
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DENTONS US LLP
SAMUEL R. MAIZEL
TANIA M. MOYRON
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By
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12

[DRAFT]
Tania M. Moyron

Attorneys for the Chapter 11 Debtors and
Debtors In Possession
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SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
NICHOLAS A. KOFFROTH (Bar No. 287854)
nick.koffroth@dentons.com
DENTONS US LLP
601 South Figueroa Street, Suite 2500
Los Angeles, California 90017-5704
Tel: (213) 623-9300 / Fax: (213) 623-9924

Attorneys for the Chapter 11 Debtors and
Debtors In Possession
UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
Lead Case No. 2:18-bk-20151-ER

9
10

In re

11

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,
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Debtors and Debtors In Possession.

☒ Affects All Debtors
☒ Affects Verity Health System of California,
Inc.
☐ Affects O’Connor Hospital
☐ Affects Saint Louise Regional Hospital
☐ Affects St. Francis Medical Center
☐ Affects St. Vincent Medical Center
☒ Affects Seton Medical Center
☐ Affects O’Connor Hospital Foundation
☐ Affects Saint Louise Regional Hospital
Foundation
☐ Affects St. Francis Medical Center of
Lynwood Foundation
☐ Affects St. Vincent Foundation
☐ Affects St. Vincent Dialysis Center, Inc.
☐ Affects Seton Medical Center Foundation
☐ Affects Verity Business Services
☐ Affects Verity Medical Foundation
☒ Affects Verity Holdings, LLC
☐ Affects De Paul Ventures, LLC
☐ Affects De Paul Ventures - San Jose
Dialysis, LLC
Debtors and Debtors In Possession.
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28
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Chapter 11 Cases
Hon. Judge Ernest M. Robles
NOTICE OF HEARING ON DEBTORS’ MOTION
TO APPROVE TERMS AND CONDITIONS OF A
PRIVATE SALE OF CERTAIN OF THE DEBTORS’
ASSETS RELATED TO SETON MEDICAL
CENTER TO AHMC HEALTHCARE INC.
Hearing:
Date: April 22, 2020
Time: 10:00 a.m.
Place: Courtroom: 1568
255 East Temple Street
Los Angeles, CA 90012
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1

PLEASE TAKE NOTICE that, on March 29, 2020, Verity Health System of California,

2

Inc. (“VHS”) and the above-referenced affiliated debtors, the debtors and debtors in possession

3

(collectively, the “Debtors”) in the above-captioned chapter 11 bankruptcy cases (the “Cases”),

4

filed the Debtors’ Notice of Motion and Motion to Approve Terms and Conditions of a Private

5

Sale of Certain of the Debtors’ Assets Related to Seton Medical Center to AHMC Healthcare Inc.

6

[Docket No. 4360] (the “Motion”).1

7

PLEASE TAKE FURTHER NOTICE that, as set forth more fully in the Motion, the

8

Debtors seek entry of an order: (i) approving a private sale (the “Sale”) of certain assets (the

9

“Purchased Assets”) of Debtors Seton Medical Center (“Seton”), 2 Verity Holdings, LLC

10

(“Holdings”), and VHS (together with Seton and Holdings, the “Sellers”) to AHMC Healthcare

11

Inc. (“AHMC” or the “Buyer”); (ii) approving the asset purchase agreement (the “APA”) and

12

ancillary documents attached to the Motion as Exhibit “A” by and between the Sellers and

13

AHMC; (iii) approving procedures related to the assumption and assignment of the Assigned

14

Contracts and Assigned Leases (as those terms are defined in the Motion, and, collectively, the

15

“Assigned Executory Contracts”), together with the payment of Cure Costs (as such terms are

16

defined in the Motion); (iv) waiving any stay of the effectiveness of such order; and (v) granting

17

such other and further relief as is just and appropriate under the circumstances.

18

PLEASE TAKE FURTHER NOTICE that the Motion is based on this Notice, the

19

Memorandum of Points and Authorities attached to the Motion, the Declaration of Richard

20

Adcock in Support of Emergency First-Day Motions [Docket No. 8] (the “First-Day Decl.”), the

21

Declaration of James M. Moloney in Support of the Debtors’ Memorandum in Support of Entry of

22

an Order: (A) Authorizing the Sale of Property Free and Clear of All Claims, Liens and

23
24
25
26
27
28

1

Unless otherwise defined, capitalized terms used herein shall have the same meaning as in the
Motion. The Debtors filed a Notice of Motion [Docket No. 4306] concurrently with filing the
Motion. The Debtors are serving this Notice of Hearing on all parties, which contains additional
instructions for parties interested in obtaining a copy of the Motion and all exhibits related thereto.
2

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located at 1800, 1850 and 1900 Sullivan Ave and 1500 Southgate Ave, Daly City, California (the
“Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss Beach,
California (the “Coastside Campus” and, together with the Hospital, the “Seton Facilities”).
-1US_Active\114549930\V-2
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1

Encumbrances; (B) Authorizing the Assumption and Assignment of Designated Executory

2

Contracts and Unexpired Leases; and (C) Granting Related Relief [Docket No. 2220]; the

3

Declarations of Richard Adcock, Peter C. Chadwick, and James M. Moloney filed concurrently

4

with the Motion, any other admissible evidence properly brought before the Court.

5

PLEASE TAKE FURTHER NOTICE that any party may obtain a copy of the Motion,

6

including all exhibits thereto, by (i) visiting the case website maintained by the Debtors’ claims

7

and noticing agent, Kurtzman Carson Consultants LLC, at https://www.kccllc.net/verityhealth,

8

(ii) making such a request in writing to Dentons US LLP, Attn: Nicholas A. Koffroth, 601 S.

9

Figueroa St., Suite 2500, Los Angeles, CA 90017, (iii) emailing nick.koffroth@dentons.com, or

10

(iv) calling (213) 623-9300.

11

PLEASE TAKE FURTHER NOTICE that the Court will hold a hearing on the Motion

12

on April 22, 2020, at 10:00 a.m. (Pacific Time), in Courtroom 1568, located at 255 East Temple

13

Street, Los Angeles, California 90012.

14

responding to the Motion must file a response (the “Response”) with the Bankruptcy Court and

15

serve a copy of it upon the Debtors and the United States Trustee not later than 14 days before the

16

date designated for the hearing. A Response must be a complete written statement of all reasons

17

in opposition to the Motion or in support, declarations and copies of all evidence on which the

18

responding party intends to rely, and any responding memorandum of points and authorities.

Pursuant to LBR 9013-1(f), any party opposing or

19

PLEASE TAKE FURTHER NOTICE that, pursuant to Local Bankruptcy Rule 9013-

20

1(h), the failure to file and serve a timely a Response to the Motion may be deemed by the Court

21

to be consent to the relief requested in the Motion.

22

Dated: April 1, 2020

DENTONS US LLP
SAMUEL R. MAIZEL
TANIA M. MOYRON
NICHOLAS A. KOFFROTH

23
24

By

25

/s/ Tania M. Moyron
Tania M. Moyron

Attorneys for the Chapter 11 Debtors and
Debtors In Possession

26
27
28
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SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
NICHOLAS A. KOFFROTH (Bar No. 287854)
nicholas.koffroth@dentons.com
DENTONS US LLP
601 South Figueroa Street, Suite 2500
Los Angeles, California 90017-5704
Tel: (213) 623-9300 / Fax: (213) 623-9924
Attorneys for the Chapter 11 Debtors and
Debtors In Possession
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Jointly Administered With:
Case No. 2:18-bk-20162-ER
Case No. 2:18-bk-20163-ER
Case No. 2:18-bk-20164-ER
Case No. 2:18-bk-20165-ER
Case No. 2:18-bk-20167-ER
Case No. 2:18-bk-20168-ER
Case No. 2:18-bk-20169-ER
Case No. 2:18-bk-20171-ER
Case No. 2:18-bk-20172-ER
Case No. 2:18-bk-20173-ER
Case No. 2:18-bk-20175-ER
Case No. 2:18-bk-20176-ER
Case No. 2:18-bk-20178-ER
Case No. 2:18-bk-20179-ER
Case No. 2:18-bk-20180-ER
Case No. 2:18-bk-20181-ER

Debtors and Debtors In Possession.

 Affects Verity Health System of
California, Inc.
 Affects O’Connor Hospital
 Affects Saint Louise Regional Hospital
 Affects St. Francis Medical Center
 Affects St. Vincent Medical Center
 Affects Seton Medical Center
 Affects O’Connor Hospital Foundation
 Affects Saint Louise Regional Hospital
Foundation
 Affects St. Francis Medical Center of
Lynwood Foundation
 Affects St. Vincent Foundation
 Affects St. Vincent Dialysis Center, Inc.
 Affects Seton Medical Center Foundation
 Affects Verity Business Services
 Affects Verity Medical Foundation
 Affects Verity Holdings, LLC
 Affects De Paul Ventures, LLC
 Affects De Paul Ventures - San Jose
Dialysis, LLC

18
19
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CLERK U.S. BANKRUPTCY COURT
Central District of California
BY gonzalez DEPUTY CLERK

VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,
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17

APR 23 2020

Lead Case No. 2:18-bk-20151-ER

 Affects All Debtors

16

FILED & ENTERED

In re

13

15

Desc

UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION

8
9
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Debtors and Debtors In Possession.
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Hon. Judge Ernest M. Robles

ORDER GRANTING DEBTORS’ MOTION TO
APPROVE TERMS AND CONDITIONS OF A
PRIVATE SALE OF CERTAIN OF THE
DEBTORS’ ASSETS RELATED TO SETON
MEDICAL CENTER TO AHMC
HEALTHCARE INC.
Hearing:
Date:
April 22, 2020
Time:
10:00 a.m.
Location: Courtroom 1568
255 E. Temple St., Los Angeles, CA
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Desc

1

This matter came before the Court on the Debtors’ Notice of Motion and Motion to

2

Approve Terms and Conditions of a Private Sale of Certain of the Debtors’ Assets Related to

3

Seton Medical Center to AHMC Healthcare Inc. [Docket No. 4360] (the “Motion”),1 filed by

4

Verity Health System of California, Inc. (“VHS”), and the above-referenced affiliated debtors and

5

debtors in possession in the above-captioned chapter 11 bankruptcy cases (the “Debtors”), for the

6

entry of an order, pursuant to §§ 105(a), 363, and 365 of title 11 of the United States Code (the

7

“Bankruptcy Code”), Rules 2002, 6004, 6006, 9007, and 9014, and LBR 6004-1.2 This order (the

8

“Sale Order”) relates to the sale of certain assets (the “Purchased Assets”) used in the operation of

9

the general acute care hospitals owned, as applicable, by Seton Medical Center, a California

10

nonprofit public benefit corporation (“Seton”),3 VHS, and Verity Holdings LLC, a California

11

limited liability company (“Holdings”).

12

The Court, having reviewed the Motion and the Declarations of Richard G. Adcock

13

[Docket Nos. 8, 4360], Peter C. Chadwick [Docket No. 4360], James M. Moloney [Docket No.

14

2220, 4360], Erick Tuckman [Docket No. 4577], Robert Perez [Docket No. 4413], Josiah Child

15

[Docket No. 4413], Stephen K. Gerard [Docket No. 4413], Brian P. Grady [Docket No. 4413],

16

Susan M. Longar [Docket No. 4413], Josephus L. Sanjorjo [Docket No. 4413], Nang-Lok Ellick

17

Tsang [Docket No. 4413], and Constance Y. Wong [Docket No. 4413]; the proposed Notice To

18

Counterparties To Executory Contracts And Unexpired Leases Of The Debtors That May Be

19

Assumed And Assigned attached to the Motion as Exhibit “B” (the “Cure Notice”); the Limited

20

Objection to Debtors’ Motion to Approve Terms and Conditions of A Private Sale of Certain of

21

1

22

Unless otherwise defined herein, all capitalized terms have the definitions set forth in the
Motion or the APA, as applicable.

23

2

24
25
26
27
28

Unless specified otherwise, all chapter and section references are to the Bankruptcy Code, 11
U.S.C. §§ 101-1532, all “Rule” references are to the Federal Rules of Bankruptcy Procedure, and
all “LBR” references are to the Local Bankruptcy Rules for the United States Bankruptcy Court
for the Central District of California.
3

The Purchased Assets related to Seton concern assets located at both (i) Seton Medical Center,
located at 1800, 1850, and 1900 Sullivan Ave. and 1500 Southgate Ave., Daly City, California
(the “Hospital”) and (ii) Seton Medical Center–Coastside, located at 600 Marine Blvd, Moss
Beach, California (the “Coastside Campus” and, together with the Hospital, the “Seton
Facilities”).
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1

the Debtors’ Assets Related to Seton Medical Center to AHMC Healthcare Inc. [Docket. No.

2

4467] (the “United Objection”), the Amended Objection of Cigna Entities to Debtors’ Motion to

3

Approve Terms and Conditions of A Private Sale of Certain of Debtors’ Assets Related to Seton

4

Medical Center to AHMC Healthcare Inc. [Docket No. 4503], the Official Committee of

5

Unsecured Creditors’ Response to the Debtors’ Motion to Approve Private Sale of Seton Medical

6

Center to AHMC Healthcare Inc. [Docket No. 4528], the Limited Objection of 2017 Working

7

Capital Notes Trustee to Debtors’ Motion to Approve Terms and Conditions of a Private Sale of

8

Certain of the Debtors’ Assets Related to Seton Medical Center [Docket No. 4534], Hooper

9

Healthcare Consulting, LLC’s (1) Limited Response to Debtors’ Motion to Approve Terms and

10

Conditions of a Private Sale of Certain of Debtors’ Assets Related to Seton Medical Center to

11

AHMC Healthcare Inc.; (2) Joinder in Objection Thereto Filed by Cigna Healthcare of

12

California, Inc.; and (3) Reservation of Rights [Docket No. 4546], and the Response and

13

Reservation of Rights of the State of California Governor’s Office of Emergency Services to the

14

Debtors’ Motion to Approve Terms and Conditions of a Private Sale of Certain of the Debtors’

15

Assets Related to Seton Medical Center to AHMC Healthcare Inc., and any withdrawals or

16

settlements thereof; the Second Stipulation Continuing Objection Deadline of the California

17

Department of Health Care Services Related to the Proposed Transfer of the Medi-Cal Provider

18

Agreement Related to Seton Medical Center [Docket No. 4562] and the order [Docket No. 4567]

19

related thereto, the Second Stipulation Continuing Objection Deadline of the the U.S. Department

20

of Health and Human Services and Centers for Medicare and Medicaid Services Related to the

21

Proposed Transfer of the Medicare Provider Agreement Related to Seton Medical Center [Docket

22

No. 4566] and the order [Docket No. 4568] related thereto, the Reply by the Seton Medical Staff

23

in Support of Sale Motion [Docket No. 4561], AHMC Healthcare Inc.’s Reply in Support of

24

Debtors’ Notice of Motion and Motion to Approve Terms and Conditions of a Private Sale of

25

Certain of the Debtors’ Assets Related to Seton Medical Center to AHMC Healthcare Inc.

26

[Docket No. 4576], the Debtors’ Reply to Oppositions Filed by UnitedHealthcare Insurance

27

Company and Cigna Healthcare of California, Inc. to the Motion to Approve Terms and

28

Conditions of a Private Sal of Certain of the Debtors’ Assets Related to Seton Medical Center to
-3US_Active\114512055\V-3
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Desc

1

AHMC Healthcare Inc. [Docket No. 4579], the Letter of the National Union of Healthcare

2

Workers in Support of Sale Motion [Docket No. 4600], the Debtors’ Reply to Response Filed by

3

the Official Committee of Unsecured Creditors to the Motion to Approve Terms and Conditions of

4

a Private Sale of Certain of the Debtors’ Assets Related to Seton Medical Center to AHMC

5

Healthcare Inc. [Docket No. 4604], the Notice by KPC Global Medical Center of San Mateo

6

County, LLC of Withdrawal of Offers to Purchase Seton Assets [Docket No. 4622], and the

7

Supplement to Motion re Unsolicited Submission of Draft Asset Purchase Agreement by KPC

8

Global Medical Center of San Mateo County, LLC Related to Proposed Private Sale of Seton

9

Medical Center to AHMC Healthcare Inc. [Docket No. 4624]; the statements, arguments and

10

representations of the parties made at the Sale Hearing; and the entire record of these cases; and

11

the Court, having determined that the relief sought in the Motion is in the best interests of the

12

Debtors, their estates, their creditors, and that the legal and factual bases set forth in the Motion

13

and presented at the Sale Hearing establish just cause for the relief granted herein and for the

14

reasons set forth in the Court’s tentative ruling [Docket No. 4627], which the Court adopts as its

15

final ruling and which is incorporated herein by reference; and all objections to the Motion, if

16

any, having been withdrawn, continued, overruled, or settled by stipulation approved by the

17

Court; and after due deliberation and sufficient good cause appearing therefor:

18

THE COURT HEREBY FINDS AND CONCLUDES THAT: 4

19

A.

Jurisdiction and Venue. This Court has jurisdiction to hear and determine the

20

Motion pursuant to 28 U.S.C. §§ 157 and 1334. This matter relates to the administration of the

21

Debtors’ bankruptcy estates and is accordingly a core proceeding pursuant to 28 U.S.C. § 157(b)

22

(2) (A), (M), (N) and (O). Venue of these cases is proper in this District and in this Court

23

pursuant to 28 U.S.C. §§ 1408 and 1409.

24
25
26
27
28

The findings and conclusions set forth herein constitute the Court’s findings of fact and
conclusions of law pursuant to Rule 7052, made applicable to this proceeding pursuant to Rule
9014. To the extent that any of the following findings of fact constitute conclusions of law, they
are adopted as such. To the extent that any of the following conclusions of law constitute
findings of fact, they are adopted as such.
4

-4US_Active\114512055\V-3
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1

B.

Statutory Predicates.

Desc

The statutory predicates for the relief requested in the

2

Motion are (i) §§ 105(a), 363(b), (f), (k), (l) and (m), and 365, (ii) Rules 2002(a)(2), 2002(c)(1)

3

and (d), 6004 (a), (b), (c), (e), (f) and (h), 6006(a), (c) and (d), 9006, 9007, 9013 and 9014, and

4

(iii) LBR 6004-1 and 9013-1.

5
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C.

Notice. As evidenced by the affidavits of service previously filed with the Court,

6

the Debtors have provided proper, timely, adequate and sufficient notice with respect to the

7

following: (i) the Motion and the relief sought therein, including the entry of this Sale Order and

8

the transfer and sale of the Purchased Assets, as set forth in the Asset Purchase Agreement, dated

9

March 30, 2020, a copy of which is attached as Exhibit “A” to Docket No. 4360 (the “APA”); (ii)

10

the Sale Hearing; and (iii) the proposed procedures to serve the Cure Notice concerning, among

11

other things, the deadline to file an Assumption Objection and the Assumption Hearing; and no

12

further notice of the Motion, the relief requested therein or the Sale Hearing is required. The

13

Debtors have also complied with all obligations to provide notice of the Sale Hearing. A

14

reasonable opportunity to object and to be heard regarding the relief provided herein has been

15

afforded to parties-in-interest.

16

D.

Title in the Purchased Assets. The Purchased Assets constitute property of the

17

Debtors’ estates and title thereto is vested in the Debtors’ estates within the meaning of § 541(a).

18

The Debtors are the sole and lawful owner of the Purchased Assets.

19

E.

Arm’s Length Transaction. The APA and other documents and instruments (the

20

“Transaction Documents”) related to and connected with this transaction (the “Transaction”) and

21

the consummation thereof were negotiated and entered into by the Debtors and AHMC

22

Healthcare Inc. (“AHMC” or the “Purchaser”),5 as Purchaser under the APA without collusion, in

23

good faith and through an arm’s length bargaining process. Neither AHMC nor any of its

24

affiliates or representatives is an “insider” of the Debtors, as that term is defined in § 101(31).

25

None of the Debtors, AHMC, or their respective representatives engaged in any conduct that

26
27
28

5

As contemplated by the APA, AHMC may assign its rights and obligations under the APA to
certain legally affiliated entities controlled by AHMC, and any and all references to “AHMC” or
“Purchaser” herein shall include such affiliated assignees.
-5US_Active\114512055\V-3
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Desc

1

would cause or permit the APA, any of the other Transaction Documents or the Transaction to be

2

avoided under § 363(n), or have acted in any improper or collusive manner. The terms and

3

conditions of the APA and the other Transaction Documents, including, without limitation, the

4

consideration provided in respect thereof, are fair and reasonable, and are not avoidable and shall

5

not be avoided, and no damages may be assessed against AHMC or any other party as set forth in

6

§ 363(n). The consideration provided by AHMC is fair, adequate and constitutes reasonably

7

equivalent value and fair consideration under the Bankruptcy Code and any other applicable laws

8

of the United States or any of its jurisdictions or subdivisions, including the State of California.

9
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F.

Good Faith Purchaser. AHMC has proceeded in good faith and without collusion

10

in all respects in connection with the sale process, in that: (i) AHMC, in proposing and

11

proceeding with the Transaction in accordance with the APA, recognized that the Debtors were

12

free to deal with other interested parties; (ii) AHMC agreed to provisions in the APA that would

13

enable the Debtors to accept a higher and better offer; (iii) all payments to be made by AHMC

14

and other agreements entered into or to be entered into between AHMC and the Debtors in

15

connection with the Transaction have been disclosed; (iv) the negotiation and execution of the

16

APA and related Transaction Documents were conducted in good faith and constituted an arm’s

17

length transaction; (v) AHMC did not induce or cause the chapter 11 filings by the Debtors; and

18

(vi) the APA was not entered into, and the Transaction being consummated pursuant to and in

19

accordance with the APA is not being consummated, for the purpose of hindering, delaying or

20

defrauding creditors of the Debtors. AHMC is therefore entitled to all of the benefits and

21

protections provided to a good-faith purchaser under § 363(m). Accordingly, the reversal or

22

modification on appeal of the authorization provided herein to consummate the Transaction shall

23

not affect the validity of the Transaction, any terms or conditions of the Transaction or AHMC’s

24

status as a “good faith” purchaser.

25

G.

Justification for Relief. Good and sufficient reasons for approval of the APA and

26

the other Transaction Documents and the Transaction have been articulated to this Court in the

27

Motion and at the Sale Hearing, and the relief requested in the Motion and set forth in this Sale

28

Order is in the best interests of the Debtors, their estates, and their creditors. The Debtors have
-6US_Active\114512055\V-3
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1

demonstrated through the Motion and other evidence submitted at the Sale Hearing both (i) good,

2

sufficient and sound business purpose and justification and (ii) compelling circumstances for the

3

transfer and sale of the Purchased Assets as provided in the APA outside the ordinary course of

4

business, and (iii) such transfer and sale is an appropriate exercise of the Debtors’ business

5

judgment and in the best interests of the Debtors, their estates, and their creditors.

6
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H.

Free and Clear.

In accordance with §§ 105(a), 363(b), and 363(f), the

7

consummation of the Transaction pursuant to the Transaction Documents shall be a legal, valid,

8

and effective transfer and sale of the Purchased Assets and shall vest in AHMC, through the

9

consummation of the Transaction, all of the Debtors’ right, title, and interest in and to the

10

Purchased Assets, free and clear of all liens, claims, interests, rights of setoff, recoupment, netting

11

and deductions, rights of first offer, first refusal and any other similar contractual property, legal

12

or equitable rights, and any successor or successor-in-interest liability theories (collectively, the

13

“Encumbrances”). The Debtors have demonstrated that one or more of the standards set forth in §

14

363(f)(1)-(5) have been satisfied. Those holders of Encumbrances who did not object, or who

15

withdrew their objections, to the sale or the Motion are deemed to have consented pursuant to §

16

363(f)(2). Those holders of Encumbrances who did object fall within one or more of the other

17

subsections of § 363(f). All holders of the Encumbrances in the Purchased Assets are adequately

18

protected by having their respective Encumbrances attach to the Debtors’ interests in the proceeds

19

of the sale of the Purchased Assets under the APA (subject to any Challenge within the meaning

20

of that certain Final Order (I) Authorizing Postpetition Financing, (II) Authorizing Use of Cash

21

Collateral, (III) Granting Liens and Providing Superpriority Administrative Expense Status, (IV)

22

Granting Adequate Protection, (V) Modifying Automatic Stay, and (VI) Granting Related Relief

23

[Docket No. 409] (the “Final DIP Order”) that has been, or may be, timely filed), and any related

24

documents or instruments delivered in connection therewith, whenever and wherever received

25

(the “Sale Proceeds”) to the extent and manner herein provided. The outcome of any Challenge

26

(as defined in the Final DIP Order) does not affect the findings in this paragraph as it relates to

27

Purchaser.

28
-7US_Active\114512055\V-3

Case 2:18-bk-20151-ER

1

Desc

Prompt Consummation. The Debtors have demonstrated good and sufficient cause

2

to waive the stay requirement under Rules 6004(h) and 6006(d). Time is of the essence in

3

consummating the Transaction, and it is in the best interests of the Debtors and their estates to

4

consummate the Transaction within the timeline set forth in the Motion and the APA. The Court

5

finds that there is no just reason for delay in the implementation of this Order, and expressly

6

directs entry of judgment as set forth in this Order.

7
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J.

Assumption of Executory Contracts and Unexpired Leases. The Debtors have

8

demonstrated that it is an exercise of their sound business judgment to assume and assign to the

9

Purchaser the “Assigned Contracts” (as that term is defined in the APA), subject to the

10

Purchaser’s right to designate any Evaluated Contracts as “Rejected Contracts” (as that term is

11

defined in the APA) pursuant to the APA and as modified by this Sale Order, in connection with

12

the consummation of the Transaction, and the assumption and assignment of the Assigned

13

Contracts is in the best interests of the Debtors and their estates.

14

K.

Rejection of Executory Contracts and Unexpired Leases. The Debtors will have

15

demonstrated that it is a reasonable and appropriate exercise of their sound business judgment for

16

Seton to reject all of its executory contracts and unexpired leases, excluding (i) Assigned

17

Contracts, (ii) any prepetition multiparty contract affecting more than one Debtor in addition to

18

SVMC, (iii) any prepetition contract that is the subject of a Rule 9019 settlement motion prior to

19

Closing, and (vi) any collective bargaining agreement (a “CBA”), pension plan or health and

20

welfare plan providing collectively bargained benefits to which Seton is a party or sponsor. The

21

Debtors shall file an appropriate motion to reject the contracts, covered by this paragraph K, prior

22

to Closing and shall request therein that the rejection be effective as of the Closing or as

23

otherwise appropriate. The Court finds that AHMC has no liability with respect to any contract

24

or lease of the Debtors, with the exception of the Assigned Contracts, following the Effective

25

Time (as defined in the APA) and following the payment of Cure Amounts, as set forth and in

26

accordance with the APA.

27
28

L.

Cure Notice. The Debtors’ proposed Cure Notice, the Assumption Objection

deadline, and the Assumption Objection Hearing are appropriate and reasonably calculated to
-8US_Active\114512055\V-3
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Desc

1

provide all interested parties with timely and proper notice, and no other or further notice is

2

required.

3

M.

Assumption and Assignment Procedures. The procedures for assumption and

4

assignment of Assigned Executory Contracts (the “Assumption and Assignment Procedures”)

5

provided for herein and the Cure Notice are reasonable and appropriate and consistent with the

6

provisions of § 365 and Rule 6006. The Assumption and Assignment Procedures and the Cure

7

Notice have been narrowly tailored to provide an adequate opportunity for all non-debtor

8

counterparties to the Assigned Executory Contracts to assert any Assumption Objection.

9
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N.

Highest and Best Offer. The Debtors solicited offers for the Purchased Assets.

10

The sale process was conducted in a non-collusive manner and the sale to AHMC is in the best

11

interests of the Debtors, their estates, creditors, and stakeholders. The Debtors properly consulted

12

with the Prepetition Secured Creditors and the Committee6 prior to selecting AHMC’s bid as the

13

highest and best offer for the Purchased Assets. The transfer and sale of the Purchased Assets to

14

AHMC on the terms set forth in the APA constitutes the highest and best offer for the Purchased

15

Assets and will provide a greater recovery for the Debtors’ estates than would be provided by any

16

other available alternative. The Debtors’ determination that the APA constitutes the highest or

17

best offer for the Purchased Assets constitutes a valid and sound exercise of the Debtors’ business

18

judgment.

19

O.

No De Facto or Sub Rosa Plan of Reorganization. The sale of the Purchased

20

Assets does not constitute a de facto or sub rosa plan of reorganization or liquidation because it

21

does not propose to (i) impair or restructure existing debt of, or equity or membership interests in,

22

the Debtors, (ii) impair or circumvent voting rights with respect to any plan proposed by the

23
6

24
25
26
27
28

Specifically, the constituents consulted by the Debtors include the Official Committee of
Unsecured Creditors; UMB Bank, N.A., as successor Master Trustee (“UMB”); Wells Fargo
Bank National Association, as bond indenture trustee under the bond indentures relating to the
2005 Bonds (“Wells Fargo”); U.S. Bank National Association, solely in its capacity as the note
indenture trustee and as the collateral agent under each of the note indentures relating to the 2015
Working Capital Notes and the 2017 Working Capital Notes (“U.S. Bank”); and Verity MOB
Financing, LLC and Verity MOB Financing II, LLC (“MOB Lenders”). UMB, Wells Fargo, U.S.
Bank, and the MOB Lenders are collectively referred to herein as the “Prepetition Secured
Creditors.” The Prepetition Secured Creditors are further described in the Final DIP Order.
-9US_Active\114512055\V-3
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1

Debtors, (iii) circumvent chapter 11 safeguards, including those set forth in §§ 1125 and 1129, or

2

(iv) classify claims or equity or membership interests.

3

P.

Legal and Factual Bases. The legal and factual bases set forth in the Motion and at

4

the Sale Hearing establish just cause for the relief granted herein.

5

NOW THEREFORE, IT IS HEREBY ORDERED THAT:

6
7
8
9
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10
11

1.

The relief requested in the Motion is GRANTED and APPROVED in all respects

to the extent provided herein.
2.

All objections with regard to the relief sought in the Motion that have not been

withdrawn, waived, settled, or provided for herein, including any reservation of rights included in
such objections, are overruled on the merits with prejudice.
3.

Notice of the Motion, the Sale Hearing, and the Sale was fair and equitable under

12

the circumstances and complied in all respects with §§ 102(1), 363, and 365, and Rules 2002,

13

6004, 6006, 9006, and 9007.

14

4.

Pursuant to §§ 105(a), 363(b), 363(f), and 365, the Transaction, including the

15

transfer and sale of the Purchased Assets to AHMC on the terms set forth in the APA, is approved

16

in all respects, and the Debtors are authorized and directed to consummate the Transaction in

17

accordance with the APA, including, without limitation, by executing all of the Transaction

18

Documents (and any ancillary documents or instruments that may be reasonably necessary or

19

desirable to implement the APA or the Transaction) and taking all actions necessary and

20

appropriate to effectuate and consummate the Transaction (including the transfer and sale of the

21

Purchased Assets) in consideration of the Purchase Price (as defined in § 1.1 of the APA) upon

22

the terms set forth in the APA, except with respect to the assumption and assignment of the

23

Assigned Executory Contracts, which shall be subject to the Assumption and Assignment

24

Procedures approved herein. The Debtors and AHMC shall have the right to make any mutually

25

agreeable, non-material changes to the APA, which shall be in writing signed by both parties,

26

without further order of the Court provided, that after reasonable notice, the Official Committee

27

of Unsecured Creditors (the “Committee”) and the Prepetition Secured Creditors do not object to

28
- 10 US_Active\114512055\V-3
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1

such changes. Any timely objection by the aforementioned parties to any agreed non-material

2

changes to the APA may be resolved by the Court on shortened notice.

3
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5.

As of the closing of the Transaction as set forth in the APA (the “Closing”), (i) the

4

Transaction set forth in the APA shall effect a legal, valid, enforceable and effective transfer and

5

sale of the Purchased Assets to AHMC free and clear of all Encumbrances as further set forth in

6

the APA, the order [Docket No. 4613] approving the stipulation [Docket No. 4583] (the “CSCDA

7

Stipulation”) with the California Statewide Communities Development Authority (“CSCDA”),

8

and this Sale Order; and (ii) the APA, and the other Transaction Documents, and the Transaction,

9

shall be enforceable against and binding upon, and not subject to rejection or avoidance by, the

10

Debtors, any successor thereto including a trustee or estate representative appointed in the

11

Bankruptcy Cases, the Debtors’ estates, all holders of any Claim(s) (as defined in the Bankruptcy

12

Code) against the Debtors, whether known or unknown, any holders of Encumbrances on all or

13

any portion of the Purchased Assets, and all other persons and entities.

14

6.

With the exception the Encumbrance of CSCDA which will be paid at Closing in

15

accordance with the CSCDA Stipulation, Encumbrances in and to Purchased Assets shall attach

16

to the Sale Proceeds of such Purchased Assets with each such Encumbrance having the same

17

force, extent, effect, validity and priority as such Encumbrance had on the Purchased Assets

18

giving rise to the Sale Proceeds immediately prior to the Closing. For the avoidance of doubt, the

19

foregoing force, extent, effect, validity and priority of such Encumbrances of the Prepetition

20

Secured Creditors that attach to the Sale Proceeds shall: (i) reflect and include, without limitation,

21

the security interests, liens (including any Prepetition Replacement Liens arising from diminution

22

of value, if any) and rights, powers and authorities that have been granted to the Prepetition

23

Secured Creditors, as applicable, pursuant to the Financing Orders,7 subject to the results of the

24

7

25
26
27
28

The “Financing Orders” refer, collectively, to (i) the Final DIP Order; (ii) the Final Order (A)
Authorizing Continued Use of Cash Collateral, (B) Granting Adequate Protection, (C) Modifying
the Automatic Stay, and (D) Granting Related Relief [Docket No. 3022]; (iii) the Final Order
Approving Stipulation Between the Prepetition Secured Creditors and the Debtors to (A) Amend
Cash Collateral Order, Authorize Continued Use of Cash Collateral, Grant Adequate Protection,
(D) Modify Automatic Stay, and (E) Grant Related Relief [Docket No. 3883]; (iv) the Final Order
Approving Stipulation to (A) Amend the First Amended Supplemental Cash Collateral Order,
Authorize Continued Use of Cash Collateral, Grant Adequate Protection, (D) Modify Automatic
- 11 US_Active\114512055\V-3
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1

appeal from the Final DIP Order filed by the Committee on November 29, 2019 challenging the

2

rights granted to the Prepetition Secured Creditors pursuant to the Final DIP Order with respect to

3

§§ 506(c) and 552(b); and/or (ii) the results of any Challenge within the meaning of the Final DIP

4

Order that has been, or may be, timely filed. In addition, the Intercreditor Agreement (as defined

5

in the Final DIP Order), the Final DIP Order, and the Order Approving Stipulation Resolving

6

Limited Objection of 2017 Working Capital Notes Trustee to Debtors’ Motion to Approve Terms

7

and Conditions of a Private Sale of Certain of the Debtors’ Assets Related to Seton Medical

8

Center to AHMC Healthcare Inc. [Docket No. 4598] (the “2017 Notes Trustee Order”) shall

9

apply with respect to the rights of the parties thereto in and to the Sale Proceeds and the Escrow

10

Deposit Accounts, to the extent of and in accordance with its terms with all parties reserving all

11

rights thereunder. Each of the Prepetition Secured Creditors opposes all existing Challenges and

12

the appeal brought by the Committee, and nothing contained herein shall constitute an express or

13

implicit admission by any of the Prepetition Secured Creditors in connection therewith, or shall

14

be deemed to be a waiver of any rights in respect thereof. The outcome of any such Challenge

15

does not affect the Transaction in any respect.

16

7.

Subject to the fulfillment of the terms and conditions of the APA, this Sale Order

17

shall, as of the Closing, be considered and constitute for all purposes a full and complete general

18

assignment, conveyance, and transfer of the Purchased Assets and/or a bill of sale transferring all

19

of the Debtors’ rights, title and interest in and to the Purchased Assets to AHMC. Consistent

20

with, but not in limitation of the foregoing, each and every federal, state, and local governmental

21

agency or department, except as stated herein, is hereby authorized and directed to accept all

22

documents and instruments necessary and appropriate to consummate the transactions

23

contemplated by the APA and approved in this Sale Order. A certified copy of this Order may be

24

filed with the appropriate clerk and/or recorded with the appropriate recorder to cancel any

25

Encumbrances of record.

26
27
28

Stay, and (E) Grant Related Relief [Docket No. 4028] (v) the Final Order Approving Stipulation
to (A) Amend the Second Amended Supplemental Cash Collateral Order, Authorize Continued
Use of Cash Collateral, Grant Adequate Protection, (D) Modify Automatic Stay, and (E) Grant
Related Relief [Docket No. 4187].
- 12 US_Active\114512055\V-3
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Desc

Any person or entity that is currently, or on the Closing Date may be, in

2

possession of some or all of the Purchased Assets is hereby directed to surrender possession of

3

such Purchased Assets either to (a) the Debtors before the Closing or (b) to AHMC or its designee

4

upon the Closing, and to cooperate with the Debtors and AHMC in the Debtors’ and AHMC’s

5

fulfillment of their obligations hereunder and pursuant to the APA.

6
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9.

The transfer of the Purchased Assets pursuant to the Transaction Documents shall

7

be a legal, valid, and effective transfer and shall, in accordance with, among other provisions, §§

8

105(a), 363(b), and 363(f), and upon consummation of the Transaction, including, without

9

limitation, payment of the Purchase Price to the Debtors, vest AHMC with all right, title, and

10

interest in the Purchased Assets, free and clear of all Encumbrances. Upon closing of the

11

Transaction, AHMC shall take title to and possession of the Purchased Assets as set forth in the

12

APA. The transfer of the Purchased Assets from the Debtors to AHMC constitutes a transfer for

13

reasonable equivalent value and fair consideration under the Bankruptcy Code and the laws of the

14

State of California.

15

10.

Following the Closing, no holder of any Encumbrance against the Debtors or upon

16

the Purchased Assets shall: (i) attempt to assert or enforce an Encumbrance against the Purchased

17

Assets or AHMC; and/or (ii) interfere with AHMC’s respective rights in, title to or use and

18

enjoyment of the Purchased Assets. All persons and entities are hereby forever prohibited and

19

enjoined from taking any action that would adversely affect or interfere with the ability of the

20

Debtors to sell and transfer the Purchased Assets to AHMC, including the assumption and

21

assignment of the Assigned Executory Contracts.

22

11.

AHMC shall not be deemed, as a result of any action taken in connection with, or

23

as a result of the Transaction (including the transfer and sale of the Purchased Assets), to the

24

maximum extent permitted by law by reason of any theory of law or equity with respect to any

25

claims or liens against Sellers or the Assets, to: (i) be a successor, continuation or alter ego (or

26

other such similarly situated party) to or of the Debtors or their estates by reason of any theory of

27

law or equity, including, without limitation, any bulk sales law, doctrine or theory of successor

28

liability, or any theory or basis of liability, regardless of source of origin; or (ii) have, de facto or
- 13 US_Active\114512055\V-3
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1

otherwise, merged with or into the Debtors; or (iii) be a mere continuation, alter ego, or

2

substantial continuation of the Debtors. AHMC is not assuming any of the Debtors’ debts.

3
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12.

This Sale Order (i) shall be effective as a determination that, on Closing, all

4

Encumbrances existing against the Purchased Assets before the Closing have been

5

unconditionally released, discharged and terminated except to the extent provided in paragraph 6

6

above, and that the transfers and conveyances described herein have been effected, and (ii) shall

7

be binding upon and shall govern the acts of all persons and entities. If, following a reasonable

8

written request made by the Debtors, any person or entity that has filed financing statements or

9

other documents or agreements evidencing any Encumbrances against the Purchased Assets shall

10

not have delivered to the Debtors for use at or in connection with Closing, in proper form for

11

filing and executed by the appropriate parties, termination statements, instruments of satisfaction,

12

releases of all Encumbrances which the person or entity has with respect to the Purchased Assets,

13

then AHMC and/or the Debtors are hereby authorized to execute and file such statements,

14

instruments, releases and other documents on behalf of the person or entity with respect to such

15

Purchased Assets. For the avoidance of doubt, such statements, instruments, releases and other

16

documents shall not impair Encumbrances that attach (subject to any Challenge within the

17

meaning of the Final DIP Order that has been, or may be, timely filed, which shall not affect the

18

enforceability of this Sale Order as to AHMC) to the Sale Proceeds by the terms of this Order.

19

13.

In accordance with the APA, concurrently with the Closing, AHMC shall pay that

20

portion of the Purchase Price due at Closing, by wire transfer of immediately available funds, to

21

Debtors’ Escrow Deposit Accounts (defined below), subject to the adjustments set forth in the

22

APA. Any direct expenses of the Sale shall be disclosed by Debtors to the Prepetition Secured

23

Creditors and the Committee in advance of the Closing.

24

14.

The terms and conditions of the Financing Orders shall apply with respect to the

25

Sale Proceeds and Escrow Deposit Accounts (defined herein). Without limiting the foregoing, the

26

Debtors shall comply with paragraph 4 of the Final DIP Order in the following manner:

27
28

a.

the Debtors shall direct AHMC, pursuant to the terms of the APA, to remit

to Chicago Title Insurance Company as closing escrow agent (the “Closing Escrow Agent”) all
- 14 US_Active\114512055\V-3

Case 2:18-bk-20151-ER

Desc

1

Sale Proceeds for the separate account of each selling Debtor. Upon closing, the Closing Escrow

2

Agent shall remit the Sale Proceeds to the separate accounts for each selling Debtor (each such

3

account hereafter referred to as “Escrow Deposit Account”), except the Closing Escrow Agent

4

will retain a separate Indemnity Escrow Fund, which is separate from, and shall not constitute, an

5

Escrow Deposit Account until released to the Debtors in accordance with section 4.8 of the APA.

6

DENTONS US LLP
601 SOUTH FIGUEROA STREET , SUITE 2500
LOS ANGELES , CALIFORNIA 90017-5704
(213) 623-9300

Doc 4634 Filed 04/23/20 Entered 04/23/20 15:10:57
Main Document Page 15 of 31

b.

in giving direction to AHMC pursuant to sub-paragraph (a), above, the

7

Debtors shall exercise their reasonable business judgment, in good faith, and allocate the Sale

8

Proceeds among the Escrow Deposit Accounts on the basis of the value of each Debtor’s

9

Purchased Assets as of the Closing (which allocation, for the avoidance of doubt, shall be subject

10

to the reservations of rights in paragraph 4 of the Final DIP Order and the provisions of the 2017

11

Notes Trustee Order); provided that, in accordance with, and subject to the provisions of the 2017

12

Notes Trustee Order, $11,500,000 of the Sales Proceeds shall be allocated to the Escrow Deposit

13

Account for Holdings; provided further that nothing in this paragraph shall waive or limit any

14

rights the Committee or the Prepetition Secured Creditors may have in connection with the

15

confirmation of a proposed chapter 11 plan for any of the Debtors’ cases (including the right to

16

seek to reallocate estate values and the Sale Proceeds at any time);

17

c.

no funds held in any Escrow Deposit Account shall be (i) commingled with

18

any other funds of the applicable Debtor or any of the other Debtors or (ii) used by the Debtors

19

for any purpose, except as provided in paragraphs 21, 23 and 25 of this Order with respect to cure

20

costs, and as may be required for any other transaction prorations, fees, and closing costs under

21

the APA, in each case, without first obtaining the consent of the Prepetition Secured Creditors or

22

without further order of this Court, after reasonable notice under the circumstances to the

23

Prepetition Secured Creditors and the Committee and, if necessary, a hearing thereon; provided

24

further that, as provided in the 2017 Notes Trustee Order, the Debtors will not use any funds in

25

the Holdings’ Escrow Deposit Account without first obtaining the consent of the Prepetition

26

Secured Creditors, including the 2017 Notes Trustee, or an order of the Court, on reasonable

27

notice under the circumstances to counsel for the Prepetition Secured Creditors, including the

28

2017 Notes Trustee and the Committee;
- 15 US_Active\114512055\V-3
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Desc

establishment of an Escrow Deposit Account shall not require execution by

2

the Debtors of a deposit account control agreement in favor of the Prepetition Secured Creditors

3

to establish their perfected lien rights in and to the Escrow Deposit Account balances as collateral

4

or proceeds of collateral (which lien rights shall be deemed automatically granted and perfected

5

by the terms of the Financing Orders and this Order);

6
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e.

for the avoidance of doubt, the rights of the Debtors, the Committee, and

7

the Prepetition Secured Creditors as to the Sale Proceeds and any funds held in any Escrow

8

Deposit Accounts shall be, except as set forth herein, as contemplated by Paragraph 4 of the Final

9

DIP Order and the terms of the Financing Orders and the 2017 Notes Trustee Order, and nothing

10

in this Order shall be construed as altering, amending, waiving, or affecting in any way such

11

rights or any rights under the Intercreditor Agreement to the extent applicable; and

12

f.

as provided in the 2017 Notes Trustee Order, the Debtors shall maintain

13

and preserve (i) detailed cash-flows and the financial information and reporting concerning the

14

Seton Sale, the Hospital and the Coastside Campus, including, but not limited to, that required

15

pursuant to the terms of the Final DIP Order; and (ii) any and all past, current and future

16

indications of interest, offers and/or solicitations to purchase the Hospital and/or the Coastside

17

Campus, to the extent in the Debtors’ possession, custody or control.

18
19
20

15.

The form of Cure Notice, in the form substantially similar to that attached hereto

as Exhibit “1” is approved.
16.

The Debtors shall file with the Court and serve the Cure Notice (along with a copy

21

of this Sale Order) upon each counterparty to the Assigned Executory Contracts by no later than

22

April 29, 2020. The Cure Notice shall state (i) that the Assumption Objection Hearing shall take

23

place on May 20, 2020, at 10:00 a.m. (Pacific Time), and (ii) counterparties shall file and serve

24

Assumption Objections not later than May 6, 2020, at 5:00 p.m. (Pacific Time) with replies to

25

any Assumption Objections to be filed not later than May 13, 2020. The Cure Notice also will

26

identify the amounts, if any, that the Debtors believe are owed to each counterparty to an

27

Assigned Executory Contract in order to cure any defaults that exist under such contract (the

28

“Cure Amounts”). Nothing in this Sale Order constitutes a finding or determination on any
- 16 US_Active\114512055\V-3
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1

Assumption Objection or any other objection that may be raised at the Assumption Objection

2

Hearing. All Assumption Objections are preserved until resolved either by agreement between

3

the Debtors, the Purchaser and the counterparty, or further order of the Court.

4

17.

The inclusion of a contract, lease, or other agreement on the Cure Notice shall not

5

constitute or be deemed a determination or admission by the Debtors and their estates or any

6

other party in interest that such contract, lease, or other agreement is, in fact, an executory

7

contract or unexpired lease within the meaning of the Bankruptcy Code, and any and all rights

8

with respect thereto shall be reserved.

9
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18.

Any Assumption Objection must: (i) be in writing; (ii) comply with the Rules and

10

the LBRs; (iii) set forth the specific basis for the Assumption Objection; (iv) be filed with the

11

Court, 255 E. Temple St., Los Angeles, California 90012, together with proof of service, by the

12

applicable Assumption Objection Deadline (defined below); and (v) be served, so as to be

13

actually received on or before the Assumption Objection Deadline, upon (i) counsel to the

14

Debtors: Dentons US LLP, 601 S. Figueroa Street, Suite 2500, Los Angeles, CA 90017 (Attn:

15

Tania M. Moyron (tania.moyron@dentons.com)); (ii) the Debtors’ Investment Banker: Cain

16

Brothers, a division of KeyBanc Capital Markets, 1 California Street, Suite 2400, San Francisco,

17

CA 94111 (Attn: James Moloney (jmoloney@cainbrothers.com)); (iii) counsel to the Official

18

Committee of Unsecured Creditors: Milbank, Tweed, Hadley & McCloy LLP, 2029 Century Park

19

East, 33rd Floor, Los Angeles, CA 90067 (Attn: Gregory A. Bray (gbray@milbank.com)); (iv)

20

counsel to the Master Trustee and Series 2005 Bond Trustee: Mintz, Levin, Cohn, Ferris, Glovsky

21

and Popeo, P.C., One Financial Center, Boston, MA 02111 (Attn: Daniel S. Bleck and Paul

22

Ricotta (dsbleck@mintz.com, pricotta@mintz.com)); (v) counsel to the Series 2015 Notes

23

Trustee: McDermott Will & Emery LLP, 444 West Lake Street, Suite 4000, Chicago, IL 60606

24

(Attn: Nathan F. Coco and Megan Preusker (ncoco@mwe.com; mpreusker@mwe.com)); (vi)

25

counsel to the Series 2017 Notes Trustee: Maslon, LLP, 3300 Wells Fargo Center, 90 South

26

Seventh Street, Minneapolis, MN 55402 (Attn: Clark Whitmore (clark.whitmore@maslon.com));

27

and (vii) counsel to the MOB Lenders: Jones Day, 250 Vesey Street, New York, NY 10281 (Attn:

28
- 17 US_Active\114512055\V-3
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Bruce

2

brosenblum@jonesday.com, psaba@jonesday.com)) (collectively, the “Notice Parties”).

Rosenblum,

and

Peter

Saba

(bbennett@jonesday.com,

To the extent the Assigned Executory Contract counterparty wishes to object to the

4

Cure Amount, if any, set forth in the Cure Notice, its Assumption Objection must set forth with

5

specificity each and every asserted default in any executory contract or unexpired lease and the

6

monetary cure amount asserted by such counterparty to the extent it differs from the amount, if

7

any, specified by the Debtors in the Cure Notice.

8
9
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10
11

20.

Any counterparty to an Assigned Executory Contract that fails to timely file and

serve an objection to the Cure Amounts shall be forever barred from asserting that a Cure
Amount is owed in an amount in excess of that set forth in the Cure Notice.
21.

Concurrently with the Closing or as soon thereafter as is possible, and in

12

accordance with the APA, the Debtors shall pay out of the Sale Proceeds to the Counterparties to

13

the Assigned Contracts the Cure Amounts either as (i) set forth in the Cure Notice, (ii) otherwise

14

agreed to by the Debtors, AHMC, and the applicable Counterparties thereto, or (iii) ordered by

15

this Court after a hearing on any objection to the Cure Amount set forth in the Cure Notice.

16

AHMC has the right to remove any contracts or leases from the list of Evaluated Contracts as set

17

forth in the APA and this Sale Order; provided that that certain services agreement (the “State of

18

California Services Agreement”) approved by the Court pursuant to the terms of the Order

19

Granting Debtors’ Emergency Motion to Approve Agreements with the State of California in

20

Response to the COVID-19 Healthcare Emergency to (I) Provide Certain Healthcare Services at

21

Seton Medical Center and (II) Lease St. Vincent Medical Center [Docket No. 4315] (the “State

22

Services Agreement Order”), by and between Seton and VHS, on the one hand, and the State of

23

California (the “State”) by and through its agency, the Department of Public Health (“DPH”), on

24

the other hand, shall, subject to the assignment provisions (including the State’s written consent

25

rights) thereof, be deemed an Assigned Contract and AHMC shall be obligated to perform all

26

obligations under the State Services Agreement without interruption of patient care.

27
28

22.

Any executory contracts and/or unexpired leases that are not timely removed from

the Assigned Executory Contracts list by AHMC under the APA shall be deemed Assigned
- 18 US_Active\114512055\V-3
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1

Executory Contracts at the Closing. The Court shall resolve any and all disputes which may arise

2

between the Debtors, AHMC, and any applicable counterparty concerning (i) whether a particular

3

Assigned Executory Contract is an executory contract or unexpired lease or (ii) whether a

4

counterparty to an Assigned Executory Contract is entitled to an allowed claim against the

5

Debtors which exceeds the Cure Amount set forth in the Cure Notice (an “Assumption Dispute”).

6
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23.

In the event the Court determines that a counterparty has an allowed cure claim

7

against the Debtors which exceeds the Cure Amount set forth in the Cure Notice (the “Excess

8

Cure Amount”) with respect to an Assigned Executory Contract, the difference will be paid by

9

AHMC as an increase to the Cure Pool and the Purchase Price and shall not be the responsibility

10

of the Debtors as more specifically set forth below; provided, however, that an Assigned

11

Executory Contract subject to an Assumption Dispute shall be deemed a “Rejected Contract”

12

within the meaning of § 1.11(a) of the APA if the Assumption Dispute is not resolved by entry of

13

an order on or before thirty (30) days prior to Closing unless the Debtor, AHMC, and the

14

applicable counterparty agree otherwise. To the extent an Assumption Dispute relates solely to

15

the Cure Amount, the Debtors may, with AHMC’s consent, assume and assign the applicable

16

executory contract or unexpired lease at Closing and prior to the resolution of the Assumption

17

Dispute by the Bankruptcy Court, provided, that the Bankruptcy Court has estimated the

18

maximum cure payment, pursuant to § 502(c) and AHMC includes such amount in the Cure Pool

19

to be held by the Debtors in the Sale Proceeds Account for the relevant Debtor(s). The Debtors

20

shall pay and hereby are authorized to pay disputed Cure Amounts from the relevant Sales

21

Proceeds Account(s) upon entry of a final order by this Court to the extent AHMC remitted to

22

Sellers the amount required by this paragraph of the Order.

23

24.

AHMC shall have the right to designate any contracts on the Assigned Executory

24

Contract list as a Rejected Contract on or prior to the day that is thirty (30) days prior to Closing

25

Date, that AHMC shall have the right to designate additional Evaluated Contracts for assumption

26

up to fourteen (14) days prior to Closing and the Debtors shall have the absolute right to remove

27

any Evaluated Contract from the list of Assigned Executory Contracts in order to preserve

28

avoidance claims.
- 19 US_Active\114512055\V-3
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Upon the Closing, the Debtors are authorized and directed to assume, assign and/or

2

transfer each of the Assigned Executory Contracts to AHMC. At the Closing, the Debtors shall pay

3

out of the Sale Proceeds, which shall include the “Cure Pool” (as defined in the APA) to be paid to the

4

Debtors by AHMC, the Cure Amounts.

5
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26.

The terms and provisions of this Sale Order, as well as the rights granted under the

6

Transaction Documents, shall continue in full force and effect and are binding upon any successor,

7

reorganized Debtors, or chapter 7 or chapter 11 trustee applicable to the Debtors, notwithstanding any

8

such conversion, dismissal or order entry. Nothing contained in any chapter 11 plan confirmed in the

9

Debtors’ cases or in any order confirming such a plan, nor any order dismissing the cases or converting

10

the cases to a case under chapter 7, shall conflict with or derogate from the provisions of the APA, any

11

documents or instruments executed in connection therewith, or the terms of this Sale Order, provided

12

however, that in the event of a conflict between this Sale Order and an express or implied provision of

13

the APA, this Sale Order shall govern. The provisions of this Sale Order and any actions taken

14

pursuant hereto shall survive any conversion or dismissal of the cases and the entry of any other order

15

that may be entered in the cases, including any order (i) confirming any plan of reorganization;

16

(ii) converting the cases from chapter 11 to chapter 7; (iii) appointing a trustee or examiner in the cases;

17

or (iv) dismissing the cases.

18

27.

The Transaction contemplated by the APA and other Transaction Documents are

19

undertaken without collusion and in “good faith,” as that term is defined in § 363(m). AHMC is a

20

good faith purchaser within the meaning of § 363(m) and, as such, is entitled to the full protections of §

21

363(m). Accordingly, the reversal or modification on appeal of the authorization provided herein by

22

this Sale Order to consummate the Transaction shall not affect the validity of the sale of the Purchased

23

Assets free and clear of Encumbrances to AHMC. The APA and the Transactions contemplated

24

thereby cannot be avoided under § 363(n).

25

28.

The failure to specifically include any particular provision of the APA or the other

26

Transaction Documents in this Sale Order shall not diminish or impair the effectiveness of such

27

provisions, it being the intent of the Bankruptcy Court that the Transaction, the APA and the other

28
- 20 US_Active\114512055\V-3
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1

Transaction Documents be authorized and approved in their entirety. Likewise, all of the provisions of

2

this Sale Order are non-severable and mutually dependent.

3

29.

This Order constitutes a final and appealable order within the meaning of 28 U.S.C.

4

§ 158(a). Notwithstanding Rules 6004(h), 6006(d), 7062, or 9014, if applicable, or any other LBR or

5

otherwise, this Sale Order shall not be stayed for 14-days after the entry hereof, but shall be effective

6

and enforceable immediately upon entry pursuant to Rule 6004(h) and 6006(d). Time is of the essence

7

in approving the Transaction (including the transfer and the sale of the Purchased Assets).

8
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30.

The automatic stay in effect pursuant to § 362 is hereby lifted with respect to the

9

Debtors to the extent necessary, without further order of this Court, to (i) allow AHMC to deliver any

10

notice provided for in the APA and Transaction Documents and (ii) allow AHMC to take any and all

11

actions permitted under the APA and Transaction Documents in accordance with the terms and

12

conditions thereof.

13

31.

Unless otherwise provided in this Sale Order, to the extent any inconsistency exists

14

between the provisions of the APA and this Sale Order, the provisions contained in this Sale Order

15

shall govern.

16

32.

This Court shall retain exclusive jurisdiction to interpret, construe, and enforce the

17

provisions of the APA and this Sale Order in all respects, and further, including, without limitation, to

18

(i) hear and determine all disputes between the Debtors and/or AHMC, as the case may be, and any

19

other non-Debtor party to, among other things, the Assigned Executory Contracts concerning, among

20

other things, assignment thereof by the Debtors to AHMC and any dispute between AHMC and the

21

Debtors as to their respective obligations with respect to any asset, liability, or claim arising hereunder;

22

(ii) compel delivery of the Purchased Assets to AHMC free and clear of Encumbrances; (iii) compel

23

the delivery of the Purchase Price or performance of other obligations owed to the Debtors;

24

(iv) interpret, implement, and enforce the provisions of this Sale Order; and (v) protect AHMC against

25

(A) claims made related to any of the Excluded Liabilities (as defined in the APA), (B) any claims of

26

successor or vicarious liability (or similar claims or theories) related to the Purchased Assets or the

27

Assigned Executory Contracts, or (C) any Encumbrances asserted on or against AHMC or the

28

Purchased Assets.
- 21 US_Active\114512055\V-3

Case 2:18-bk-20151-ER

1

Desc

Following the date of entry of this Sale Order, the Debtors and AHMC are authorized

2

to make changes to the APA and/or execute supplemental agreements implementing the transactions

3

contemplated by the APA without the need for any further order of the Court provided that all such

4

changes have been approved in writing by the Debtors, AHMC, the Committee, and Prepetition

5

Secured Creditors. Any other proposed changes to the APA or this Sale Order shall require a further

6

order of the Court, after reasonable notice under the circumstances and a hearing.

7
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34.

Notwithstanding any other provision of this Sale Order or any other Order of this

8

Court, no sale, transfer or assignment of any rights and interests of a regulated entity in any federal

9

license or authorization issued by the FCC shall take place prior to the issuance of FCC regulatory

10

approval for such sale, transfer or assignment pursuant to the Communications Act of 1934, as

11

amended, and the rules and regulations promulgated thereunder. The FCC’s rights and powers to take

12

any action pursuant to its regulatory authority, including, but not limited to, imposing any regulatory

13

conditions on such sales, transfers and assignments and setting any regulatory fines or forfeitures, are

14

fully preserved, and nothing herein shall proscribe or constrain the FCC’s exercise of such power or

15

authority to the extent not inconsistent with the applicable provisions of the Bankruptcy Code.

16

35.

The California Attorney General, the Debtors, the Prepetition Secured Creditors, the

17

Committee, and AHMC, reserve all rights, arguments and defenses concerning the California Attorney

18

General’s authority, if any, to review the sale under California Corporations Code §§ 5914-5924 and

19

California Code of Regulations on Nonprofit Hospital Transactions—Title 11, Chapter 15, § 999.5,

20

and any conditions issued thereto. Notwithstanding any provision to the contrary in the APA or the

21

Sale Order, nothing in the APA or this Sale Order shall limit or be construed as a waiver of the

22

Attorney General’s statutory or regulatory authority or other rights or defenses, or a waiver of the

23

Debtors’ statutory or other rights or defenses.

24

36.

Notwithstanding anything to the contrary in this Order or the APA, all rights and

25

interests of New Cingular Wireless PCS, LLC (“AT&T”) as lessee under that certain Medical

26

Office Lease dated as of May 16, 1989, as modified and amended (the “AT&T Lease”) are

27

reserved with respect to (i) AT&T’s rights under § 365(h) or § 363(e) and the applicable

28

agreements and state law and (ii) AT&T’s objections to the ability of the Debtors to sell real
- 22 US_Active\114512055\V-3
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1

property free and clear of AT&T’s rights and interests related to the AT&T Lease whether under

2

Section 363(f) of the Bankruptcy Code or otherwise (and Debtors’ or AHMC’s rights to contest

3

such rights and objections). In the event that the parties are unable to resolve the above matters,

4

these issues will be set for hearing on a mutually convenient date. Notwithstanding anything in

5

this Order, the APA or otherwise to the contrary, any Purchased Assets that are subject to or

6

encumbered by the AT&T Lease, remain subject to or encumbered by such lease on and after the

7

Closing, subject to a further hearing on a date to be determined or an agreed upon resolution by

8

AT&T, the Debtors, and AHMC.

9
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37.

Notwithstanding anything to the contrary in the Motion, any Cure Notice or

10

assumption notice, any purchase agreement, or this Sale Order (i) none of the insurance policies

11

or any related agreements (collectively, the “Chubb Insurance Contracts”) issued at any time by

12

Federal Insurance Company, ACE American Insurance Company, Illinois Union Insurance

13

Company and each of their affiliates and successors (collectively, “Chubb”), or any rights,

14

benefits, claims, rights to payments and/or recoveries under the Chubb Insurance Contracts shall

15

be sold, assigned or otherwise transferred to the Purchaser in connection with the Sale;

16

(ii) nothing shall alter, modify or otherwise amend the terms or conditions of the Chubb Insurance

17

Contracts; and (iii) for the avoidance of doubt, the Purchaser is not, and shall not be deemed to

18

be, an insured under any of the Chubb Insurance Contracts; provided, however, that to the extent

19

any claim with respect to any Purchased Assets arises that is covered by the Chubb Insurance

20

Contracts and the proceeds of the applicable Chubb Insurance Contract would be payable to the

21

Debtors (as opposed to a third party claimant), the Debtors may pursue such claim in accordance

22

with the terms of the Chubb Insurance Contracts, and, if applicable, turn over to the Purchaser

23

any such insurance proceeds (each, a “Proceed Turnover”); provided, further, however, that the

24

Chubb Companies shall not have any duty to effectuate a Proceed Turnover or liability related to

25

a Proceed Turnover.

26

38.

The Debtors shall, no later than forty (40) days prior to the Closing Date, provide

27

UnitedHealthcare Insurance Company and Cigna Healthcare of California, Inc., and certain

28

affiliates, with written notice of the Debtors’ irrevocable decisions as to whether or not the
- 23 US_Active\114512055\V-3
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1

Debtors propose to assume and assign any or all of the United Facility Participation Agreement,

2

effective as of April 1, 2017, or the Cigna Hospital Services Agreement, effective as of May 1,

3

2017, each as amended, as part of the Sale; provided, however, that such notice shall be

4

irrevocable only to the extent that the Sale transaction is approved by this Court and an order

5

thereon becomes final and non-appealable.

6
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39.

The Committee and the Prepetition Secured Creditors rights, and their ability to

7

participate and be heard at hearings concerning the Sale, are hereby reserved. To the extent that the

8

Prepetition Secured Creditors or the Committee desire to file pleadings related to such hearings, their

9

respective times for filing an objection or response shall be the same as granted to the Debtors pursuant

10
11

to the notice in each such instance.
40.

The Purchaser is acquiring the Purchased Assets subject to the State of California

12

Services Agreement, which, subject to the assignment provisions (including the State’s written consent

13

rights) thereof, will be assumed by the Debtors and assigned to the Purchaser in a manner consistent

14

with section 1.1 of the Additional Provisions Addendum of the State of California Services Agreement.

15

The free and clear provisions of § 363(f) with respect to the Purchased Assets do not apply to the State

16

of California Services Agreement. The Purchaser shall comply with all assignment provisions under

17

the State of California Services Agreement, including any requirement for written consent from DPH

18

and an amendment to the State of California Services Agreement that provides for an agreed reduction

19

in Compensation (as defined in the State of California Services Agreement). DPH and the Purchaser

20

are authorized to negotiate the required amendment to the State of California Services Agreement.

21

Pending any such amendment and written approval (and thereafter), the Purchaser will perform all

22

obligations under the State of California Services Agreement without interruption of patient care.

23

Notwithstanding any contrary provisions herein or in the APA, the segregated account under section

24

5.15 of the State of California Services Agreement shall be used only as permitted under the State of

25

California Services Agreement and the State Services Agreement Order unless authorized by the prior

26

written consent of DPH. Nothing in this Order or the APA amends, modifies or supersedes the rights

27

of DPH under the State Services Agreement Order or the State of California Services Agreement. The

28
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11
12

Proposed Attorneys for the Chapter 11 Debtors and
Debtors In Possession
UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA - LOS ANGELES DIVISION
In re
VERITY HEALTH SYSTEM OF
CALIFORNIA, INC., et al.,
Debtors and Debtors In Possession.

13

 Affects All Debtors

14

 Affects Verity Health System of
California, Inc.
 Affects O’Connor Hospital
 Affects Saint Louise Regional Hospital
 Affects St. Francis Medical Center
 Affects St. Vincent Medical Center
 Affects Seton Medical Center
 Affects O’Connor Hospital Foundation
 Affects Saint Louise Regional Hospital
Foundation
 Affects St. Francis Medical Center of
Lynwood Foundation
 Affects St. Vincent Foundation
 Affects St. Vincent Dialysis Center, Inc.
 Affects Seton Medical Center Foundation
 Affects Verity Business Services
 Affects Verity Medical Foundation
 Affects Verity Holdings, LLC
 Affects De Paul Ventures, LLC
 Affects De Paul Ventures - San Jose
Dialysis, LLC

15
16
17
18
19
20
21
22
23
24
25

Desc

SAMUEL R. MAIZEL (Bar No. 189301)
samuel.maizel@dentons.com
TANIA M. MOYRON (Bar No. 235736)
tania.moyron@dentons.com
NICHOLAS A. KOFFROTH (Bar No. 287854)
nicholas.koffroth@dentons.com
DENTONS US LLP
601 South Figueroa Street, Suite 2500
Los Angeles, California 90017-5704
Tel: (213) 623-9300 / Fax: (213) 623-9924
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Jointly Administered With:
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Case No. 2:18-bk-20164-ER
Case No. 2:18-bk-20165-ER
Case No. 2:18-bk-20167-ER
Case No. 2:18-bk-20168-ER
Case No. 2:18-bk-20169-ER
Case No. 2:18-bk-20171-ER
Case No. 2:18-bk-20172-ER
Case No. 2:18-bk-20173-ER
Case No. 2:18-bk-20175-ER
Case No. 2:18-bk-20176-ER
Case No. 2:18-bk-20178-ER
Case No. 2:18-bk-20179-ER
Case No. 2:18-bk-20180-ER
Case No. 2:18-bk-20181-ER
Hon. Judge Ernest M. Robles

NOTICE TO COUNTERPARTIES TO
EXECUTORY CONTRACTS AND UNEXPIRED
LEASES OF THE DEBTORS THAT MAY BE
ASSUMED AND ASSIGNED RELATED TO
SETON MEDICAL CENTER
[RELATES TO DOCKET NOS. 4360, ____]

Hearing:
Date: May 20, 2020
Time: 10:00 am
Place: Courtroom 1568
255 E. Temple St.,
Los Angeles, CA
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PLEASE TAKE NOTICE that, on March 29, 2020, the above-captioned debtors and
debtors in possession (the “Debtors”), filed the Debtors’ Notice of Motion and Motion to Approve
Terms and Conditions of a Private Sale of Certain of the Debtors’ Assets Related to Seton
Medical Center to AHMC Healthcare, Inc. [Docket No. 4360] (the “Motion”). 1
PLEASE TAKE FURTHER NOTICE that, on April ___, 2020, the Court entered an
Order [Docket No. ____] (the “Order”) approving, among other things, the sale (the “Sale”)
pursuant to that certain asset purchase agreement (the “APA”) as set forth more fully in the
Motion, which Order governs (i) the sale of certain assets (the “Purchased Assets”) of Verity
Health System of California, Inc. (“VHS”), Verity Holdings, LLC (“Holdings”), and Seton
Medical Center (“Seton” and, together with VHS and Holdings, the “Sellers”), and (ii) procedures
for the assumption and assignment of certain of the Sellers’ executory contracts and unexpired
leases.
PLEASE TAKE FURTHER NOTICE that the Motion also seeks Court approval of the
Sale of the Purchased Assets to AHMC Healthcare, Inc. (“AHMC”), free and clear of all liens,
claims, interests and encumbrances pursuant to § 363 of the Bankruptcy Code, 11 U.S.C. § 101,
et seq. including the assumption by the Debtors and assignment to AHMC of certain executory
contracts and unexpired leases pursuant to § 365 of the Bankruptcy Code (the “Assumed
Executory Contracts”), with such liens, claims, interests and encumbrances to attach to the
proceeds of the Sale with the same priority, validity and enforceability as they had prior to such
Sale.
PLEASE TAKE FURTHER NOTICE that the Court held a hearing (the “Sale
Hearing”) on April 22, 2020, at 10:00 a.m. (Pacific Time), approving the Sale. The Court set a
further hearing to be held on May 20, 2020, at 10:00 a.m. (prevailing Pacific Time), before the
United States Bankruptcy Court for the Central District of California, 255 E. Temple St., Los
Angeles, California 90012, Courtroom 1568 concerning any objections to the assumption and
assignment of the Assumed Executory Contracts (the “Assumption Objection Hearing”). The
Assumption Objection Hearing may be adjourned from time to time without further notice to
creditors or parties in interest other than by announcement of the adjournment in open court on
the date scheduled for the Assumption Objection Hearing.
PLEASE TAKE FURTHER NOTICE that, consistent with the Order, the Debtors may
seek to assume an executory contract or unexpired lease to which you may be a party. The
Assumed Executory Contract(s) are described on Exhibit A attached to this Notice. The amount
shown on Exhibit A hereto as the “Cure Amount” is the amount, if any, which the Debtors assert
is owed to cure any defaults existing under the respective Assumed Executory Contract.
PLEASE TAKE FURTHER NOTICE that, if you (i) disagree with the Cure Amount
shown for the Assumed Executory Contract(s) on Exhibit A to which you are a party, and/or
(ii) object to the assumption and assignment of the Assumed Executory Contract with respect to
1

Capitalized terms not otherwise defined herein shall have the meanings ascribed to them in the
Motion.
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AHMC’s ability to provide adequate assurance of future performance under the Assumed
Executory Contract, then you must file in writing with the United States Bankruptcy Court for the
Central District of California, 255 E. Temple St., Los Angeles, California 90012, an objection on
or before May 6, 2020 at 5:00 p.m. (prevailing Pacific Time). Any objection must set forth the
specific default or defaults alleged and set forth any cure amount as alleged by you. If a contract
or lease is assumed and assigned pursuant to a Court order approving same, then unless you
properly file and serve an objection to the Cure Amount contained in this Notice, you will receive
at the time of the closing of the sale (or as soon as reasonably practicable thereafter), the Cure
Amount set forth herein, if any. Any counterparty to an Assumed Executory Contract that fails to
timely file and serve an objection to the Cure Amounts shall be forever barred from asserting that
a Cure Amount is owed in an amount in excess of the amount, if any, set forth in the attached
Exhibit A.
PLEASE TAKE FURTHER NOTICE that any objection you may file must be served
so as to be received by the following parties by the applicable objection deadline date and time:
(i) counsel to the Debtors: Dentons US LLP, 601 S. Figueroa Street, Suite 2500, Los Angeles,
CA 90017 (Attn: Tania M. Moyron (tania.moyron@dentons.com)); (ii) the Debtors’ Investment
Banker: Cain Brothers, a division of KeyBanc Capital Markets, 1 California Street, Suite 2400,
San Francisco, CA 94111 (Attn: James Moloney (jmoloney@cainbrothers.com)); (iii) counsel to
the Official Committee: Milbank, Tweed, Hadley & McCloy LLP, 2029 Century Park East, 33rd
Floor, Los Angeles, CA 90067 (Attn: Gregory A. Bray (gbray@milbank.com)); (iv) counsel to
the Master Trustee and Series 2005 Bond Trustee: Mintz, Levin, Cohn, Ferris, Glovsky and
Popeo, P.C., One Financial Center, Boston, MA 02111 (Attn: Daniel S. Bleck and Paul Ricotta
(dsbleck@mintz.com, pricotta@mintz.com)); (v) counsel to the Series 2015 Notes Trustee:
McDermott Will & Emergy LLP, 444 West Lake Street, Suite 4000, Chicago, IL 60606 (Attn:
Nathan F. Coco and Megan Preusker (ncoco@mwe.com; mpreusker@mwe.com)); (vi) counsel to
the Series 2017 Notes Trustee: Maslon, LLP, 3300 Wells Fargo Center, 90 South Seventh Street,
Minneapolis, MN 55402 (Attn: Clark Whitmore (clark.whitmore@maslon.com)); and (vii)
counsel to the MOB Lenders: Jones Day, 250 Vesey Street, New York, NY 10281 (Attn: Bruce
Bennett,
Benjamin
Rosenblum,
and
Peter
Saba
(bbennett@jonesday.com,
brosenblum@jonesday.com, psaba@jonesday.com).
PLEASE TAKE FURTHER NOTICE that AHMC shall be responsible for satisfying
any requirements regarding adequate assurance of future performance that may be imposed under
11 U.S.C. §§ 365(b) and (f) in connection with the proposed assignment of any Assumed
Executory Contract. The Court shall make its determinations concerning adequate assurance of
future performance under the Assumed Executory Contracts pursuant to 11 U.S.C. §§ 365(b) and
(f) at the Assumption Objection Hearing.
PLEASE TAKE FURTHER NOTICE that except to the extent otherwise provided in
the AHMC APA, the Debtors and the Debtors’ estates shall be relieved of all liability accruing or
arising after the assumption and assignment of the Assumed Executory Contracts pursuant to 11
U.S.C. § 365(k).
PLEASE TAKE FURTHER NOTICE that Assumption Objections may be resolved by
the Court at the Assumption Objection Hearing, or at a separate hearing either before or after the
Assumption Objection Hearing.

28
-2US_Active\114444975\V-1

Case 2:18-bk-20151-ER

1
2
3
4
5
6
7
8

Desc

PLEASE TAKE FURTHER NOTICE that nothing contained herein shall obligate the
Debtors to assume any Assumed Executory Contracts or to pay any Cure Amount.
PLEASE TAKE FURTHER NOTICE THAT IF YOU DO NOT TIMELY FILE AND
SERVE AN OBJECTION AS STATED ABOVE, THE COURT MAY GRANT THE RELIEF
REQUESTED IN THE MOTION WITH NO FURTHER NOTICE.
PLEASE TAKE FURTHER NOTICE THAT ANY COUNTERPARTY TO ANY
ASSUMED EXECUTORY CONTRACT WHO DOES NOT FILE A TIMELY OBJECTION TO
THE CURE AMOUNT FOR SUCH ASSUMED EXECUTORY CONTRACT IS DEEMED TO
HAVE CONSENTED TO SUCH CURE AMOUNT.
Dated: _________, 2020
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DENTONS US LLP
SAMUEL R. MAIZEL
TANIA M. MOYRON
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By

11
12

[DRAFT]
Tania M. Moyron

Attorneys for the Chapter 11 Debtors and
Debtors In Possession
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Adcock continued: “Several other hospitals in California and across the U.S. have completed this process and
have emerged to continue to care for patients, support employees, and serve the community. Those hospitals are
now in improved financial and operational health. We are confident that today is a first critical step toward putting
each facility on better footing for the future. Most importantly, we remain focused on our commitment to providing
high-quality care to patients in underserved communities without disruption throughout this process.”
DIP Financing
Verity Health has secured up to $185 million in debtor-in-possession ("DIP") financing to support its ongoing
operations during the sale process. This additional financing, combined with normal operating revenue will help
ensure Verity is able to meet its commitments to patients, employees, and suppliers while also successfully
selling its existing operations.
Sale Process
Verity Health plans to consummate sales under Section 363 of the U.S. Bankruptcy Code. Potential buyers will
have the opportunity to submit offers to acquire assets, including O’Connor Hospital, Saint Louise Regional
Hospital, Seton Medical Center, Seton Medical Center Coastside, St. Vincent Medical Center and St. Francis
Medical Center. All offers will be evaluated to ensure the highest and best acquisition agreement(s) are achieved
for the benefit of Verity Health’s patients, employees, creditors and other stakeholder groups.
“We are pursuing various strategic options for each of our six hospitals, with a focus on working with potential
buyers who can continue the mission of patient care at each hospital,” said Mr. Adcock. “Through the sales
process, we will be putting our hospitals in a better position for long-term success.”
Historical Events Leading to Today's Filings
The System was originally owned and operated by the Daughters of Charity of St. Vincent de Paul, Province of
the West. Verity Health was formed in July 2015, when the Daughters of Charity selected BlueMountain Capital
Management LLC (“BlueMountain”), a private investment firm, to recapitalize the health systems operations and
transition leadership of the health system to the new Verity Health System. Prior to that, Daughters of Charity had
been unsuccessful in an affiliation with Ascension Health Alliance and a sale to Prime Healthcare Services.
The financial and operational issues facing Verity Health System, are born out of a myriad of inherited, historical
challenges. Operating losses had plagued the System’s predecessor for some time due to, among other things,
challenging cost structure, low reimbursement rates and the ever-changing healthcare landscape.
“After years of investment to assist in improving cash flow and operations, Verity’s losses continue to amount to
approximately $175 million annually on a cash flow basis,” said Mr. Adcock.
Additional Information
Verity has established a helpline to ensure a prompt response to questions from patients and suppliers, which
may be accessed at 1-888-249-2741. Additional information can be found at http://www.kccllc.net/verityhealth.

Verity Health is advised in this matter by Dentons US LLP, Cain Brothers and Berkeley Research Group.
Verity Health System
Verity Health System is a nonprofit healthcare system. Its hospitals include 1,650 inpatient beds, six active
emergency rooms, a trauma center and a host of medical specialties including tertiary and quaternary care.
Verity's two Southern California hospitals are St. Francis Medical Center in Lynwood and St. Vincent Medical
Center in Los Angeles. In Northern California, O'Connor Hospital in San Jose, St. Louise Regional Hospital
in Gilroy, Seton Medical Center in Daly City and Seton Coastside in Moss Beach are part of Verity Health.
Verity Health also includes Verity Medical Foundation. With more than 100 primary care and specialty physicians,
VMF offers medical, surgical and related healthcare services for people of all ages at community-based, multispecialty clinics conveniently located in areas served by the Verity hospitals.
Media Contacts:
Edelman
Arielle Patrick, 917-624-3004
Arielle.Patrick@edelman.com
or
Allison Metcalf, 323-761-6642
Allison.Metcalf@edelman.com

Court Approves Verity Health System’s Sale of Seton Medical Center to AHMC Healthcare Inc.
•

Verity Health System announces the Bankruptcy Court’s approval of the sale of Seton Medical
Center in Daly City, CA and Seton Coastside in Moss Beach, CA to AHMC Healthcare, Inc. for $40
million

LOS ANGELES – April 23, 2020 – Verity Health System (“Verity Health”), a nonprofit healthcare system,
today announced that it received approval from the U.S. Bankruptcy Court in Los Angeles for the sale of
Seton Medical Center in Daly City, CA and Seton Coastside in Moss Beach, CA to AHMC Healthcare Inc.
(“AHMC”).
AHMC will acquire Seton Medical Center and Seton Coastside for $40 million, as set forth in the
agreement. The Court approved the sale under Section 363 of the Bankruptcy Code.
“Seton and Seton Coastside are integral to the health and well-being of the communities they have
served for many decades,” said Rich Adcock, CEO of Verity Health. “We are confident that AHMC will
carry forward Seton’s legacy and continue to deliver patient-centric, quality health care to our entire
community.”
“AHMC, along with the close collaboration we have developed with the Allied Physicians Medical Group,
looks forward to ensuring that the community continues to be well-served by the high-quality,
accessible medical care that Seton and Seton Coastside provide,” said Eric Tuckman, spokesperson for
AHMC. “As the State healthcare system faces mounting challenges in the battle against COVID-19,
investing in community hospitals, with the continued support of the community, the County of San
Mateo, and the hospital’s physicians, nurses and employees, is important now more than ever.”
Verity Health filed chapter 11 bankruptcy in August 2018.
Media Contact:
Edelman
Jenny Kantor
jenny.kantor@edelman.com
646.648.8260

August 31, 2018
Colleagues,
I am writing today with news about the future of our organization. Before I share this, I
want to thank you from the bottom of my heart for the dedication you’ve shown through
your hard work for our patients and families with the high-quality care they’ve come to
expect and deserve. This remains our top priority.
This morning, Verity announced that it has voluntarily filed for protection under Chapter
11 of the United States Bankruptcy Code. Please understand, this was not an easy
decision, or one made lightly, but this action allows for protection of our important
historic institutions and our dedicated employees. As you all know, over the last two
decades, we have suffered financial losses year after year. Today, this action allows us to
obtain critical funding offered only under Chapter 11 protection, allowing a smooth and
stable transition. The press release is attached.
While this was an incredibly difficult decision for our Boards, they all agreed, this is the
best possible outcome for our patients, employees and the communities we serve, and
will allow us to establish a long-term, sustainable path forward.
Here’s why:
1. This does NOT mean close-of-business.
In fact, this action provides the essential protection and additional financing, which
has already been secured, to ensure critical operations like providing patient care
and funding employee wages can continue through this entire process.
2. Chapter 11 protection is a proven strategy.
Other hospitals and health systems in California and across the U.S. that have
completed this process are now in improved financial and operational health. We
carefully examined many examples before making this decision.
Our employees are vital to the success of our system. The protection and funding
provided under Chapter 11 ensures that our employees will continue to be paid
and receive health benefits. We will make retirement plan contributions and

From:
Subject:
Date:

Adcock, Rich
Important Update
Monday, January 06, 2020 1:27:41 PM

Dear Colleagues:
Late last year, I shared with you our disappointment that KPC Group failed to fulfill its commitments
to acquire St. Vincent Medical Center, St. Francis Medical Center, Seton Medical Center and Seton
Coastside by the court-ordered deadline of December 5, 2019.
Regrettably, a lack of any feasible alternatives for St. Vincent Medical Center means the facility will
be forced to close. Verity today filed a motion seeking court authority to begin an orderly process for
that closure.
The closure of St. Vincent does not impact the status of our hospitals at St. Francis Medical Center in
Los Angeles County, or Seton Medical Center and Seton Coastside in San Mateo County, all of which
will continue to provide high-quality care to patients. We continue to retain the support of
stakeholders, including the consent from secured lenders to use more than $80 million to maintain
operations at these hospitals. Nevertheless, we felt it was important to keep you well-informed, as
part of our commitment to ensuring that everyone impacted by the Chapter 11 bankruptcy process
is treated with respect.
Verity has been committed to the success of all its facilities to continue serving the surrounding
community. Over the course of the last year, Verity has worked diligently through the Chapter 11
bankruptcy to identify a sustainable path forward for each of Verity’s six California facilities. Though
the purchase agreement with KPC Group is no longer in effect, we are pursuing an alternative sale
path for St. Francis, Seton Medical Center and Seton Coastside, and we will keep you informed as
that process continues.
A press release announcing this news can be found here. For additional information, please visit
http://www.kccllc.net/verityhealth or contact HR with questions or concerns.
Thank you,
Rich
Confidentiality Notice: This transmission and any attached documents may be confidential and contain
information protected by State and Federal Medical Privacy statutes and is legally privileged. They are
intended for use only by the addressee. If you are not the intended recipient of this transmission or an
agent of the intended recipient, you are prohibited from reading, disclosing, printing, saving, copying, using
or otherwise disseminating any information contained in this transmission. If you received this transmission
in error, please accept our apologies and notify the sender via reply e-mail. Please delete the entire
message and its attachments. Thank you.
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ADDITIONAL ATTACHMENTS
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#32

Title 11, California Code of Regulations, § 999.5(d)(11)(A)

Board minutes or other documents relating or referring to consideration by the Board of
Directors of the applicant and any related entity, or any committee thereof of the
transaction or of any other possible transaction involving any of the health facilities that
are the subject of the transaction
Refer to Sections 999.5(d)(1)(C) and 999.5(d)(2)(D).
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#33

Title 11, California Code of Regulations, § 999.5(d)(11)(B)

Copies of all documents relating or referring to the reasons why any potential transferee
was excluded from further consideration as a potential transferee for any of the health
facilities that are the subject of the agreement or transaction
Refer to Sections 999.5(d)(1)(C) and 999.5(d)(2)(D).
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#34

Title 11, California Code of Regulations, § 999.5(d)(11)(C)

Copies of all Requests for Proposal sent to any potential transferee, and all responses
received
Refer to Sections 999.5(d)(1)(C) and 999.5(d)(2)(D).
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#35

Title 11, California Code of Regulations, § 999.5(d)(11)(D)

All documents reflecting the deliberative process used by the applicant and any related
entity in selecting the transferee as the entity to participate in the proposed agreement or
transaction
Refer to Sections 999.5(d)(1)(C) and 999.5(d)(2)(D).
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#36

Title 11, California Code of Regulations, § 999.5(d)(11)(E)

Copies of each Proposal received by the applicant from any potential transferee suggesting
the terms of a potential transfer of Applicant’s health facilities, and any analysis of each
such Proposal
Refer to Sections 999.5(d)(1)(C) and 999.5(d)(2)(D).
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#37

Title 11, California Code of Regulations, § 999.5(d)(11)(F)

The Applicant’s prior two annual audited financial statements, the Applicant’s most
current unaudited financial statement, business projection data, and current capital asset
valuation data
1. Attached to this Section 999.5(d)(11)(F) as Exhibit 1 is the VHS Monthly Operating
Report Disbursement Summary for Month Ending June 2019 [Docket No. 2825].
2. Attached to this Section 999.5(d)(11)(F) as Exhibit 2 is the VHS Unaudited Financial
Report and Utilization Statistics for the Twelve Months Ended June 30, 2018, which is
presented on a consolidated basis with St. Francis Medical Center, St. Vincent Medical
Center, and Seton Medical Center.
3. Attached to this Section 999.5(d)(11)(F) as Exhibit 3 is the BDO USA, LLP VHS
Consolidated Financial Statements for the Years Ended June 30, 2017 and 2016, which is
presented on a consolidated basis with St. Francis Medical Center, St. Vincent Medical
Center, and Seton Medical Center. These are the most recent two years for which VHS has
audited financial statements.
4. Attached to this Section 999.5(d)(11)(F) as Exhibit 4 is the Ernst & Young LLP VHS
Consolidated Financial Statements and Supplemental Schedules for the Years Ended June
30, 2016 and 2015, which is presented on a consolidated basis with St. Francis Medical
Center, St. Vincent Medical Center, and Seton Medical Center.
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Attorney or Party Name, Address, Telephone and FAX
Samuel R. Maizel, Esq. (Bar No. 189301)
Tania M. Moyron, Esq. (Bar No. 235736)
Dentons US LLP
601 South Figueroa Street, Suite 2500
Los Angeles, CA 90017-5704
T: (213) 623-9300
F: (213) 623-9924
UNITED STATES DEPARTMENT OF
JUSTICE OFFICE OF THE UNITED STATES
TRUSTEE CENTRAL DISTRICT OF
CALIFORNIA

ATTACH TO THE FRONT OF THE
MONTHLY OPERATING REPORT AND
SUBMIT TO UNITED STATES TRUSTEE

In re:

Case Number:

VERITY HEALTH SYSTEM
OF CALIFORNIA, INC, et al.,

MONTHLY OPERATING REPORT
DISBURSEMENT SUMMARY

Debtors.

1.

Total number of Debtor in Possession Bank Accounts for all Debtors.

2.

TOTAL THIRD PARTY DISBURSEMENTS THIS PERIOD FROM
ALL DEBTOR IN POSSESSION ACCOUNTS FOR ALL ENTITIES
WITH BANK ACCOUNTS

18-20151-ER (See Below)

MOR NO. 10
FOR MONTH
ENDING: June 2019

76

$97,326,405.15

The Debtors in the these chapter 11 cases, along with their case numbers are: Verity Health System of California, Inc.
18-20151-ER, O’Connor Hospital 18-20168-ER, Saint Louise Regional Hospital 18-20162-ER, St. Francis Medical
Center 18-20165-ER, St. Vincent Medical Center 18-20164-ER, Seton Medical Center 18-20167-ER, O’Connor Hospital
Foundation 18-20179-ER, Saint Louise Regional Hospital Foundation 18-20172-ER, St. Francis Medical Center of
Lynwood Foundation 18-20178-ER, St. Vincent Foundation 18-20180-ER, St. Vincent Dialysis Center, Inc. 18-20171ER Seton Medical Center Foundation 18-20175-ER, Verity Business Services 18-20173-ER, Verity Medical Foundation
18-20169-ER, Verity Holdings, LLC 18-20163-ER, DePaul Ventures, LLC 18-20176-ER, and DePaul Ventures - San
Jose Dialysis, LLC 18-20181-ER.

Effective September 1, 2011

USTLA 16
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Verity Health System of California, Inc.
Bank Reconciliation Summary
June 30, 2019
$ in 000's
VHS - AP / Self
Insurance
6440 / 9250

Bank Account No. (last 4 digits)
Balance Per Bank

$

2,392

VHS - DIP
Concentration
Account
2889

VHS - Payroll
1785

$

357

$

4,309

VHS - DIP Loan
Proceeds
4358

$

25,850

VHS - Santa Clara
Sale Proceeds
9087

$

722

VHS - Non Santa
Clara Sale
Proceeds
9100

$

30,264

Debtor
Total

$

Additive Items:
Deposits in Transit
Other Additive Items
Subtractive Items:
Outstanding Checks
Other Subtractive Items

(1,274)

(49)

1,117

308

Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

$

1,117

83

$

308

8

4,309
$

4,309

25,850
$

25,850

722
$

722

30,264
$

30,264

$

63,893
(1,323)
62,570
62,570
91
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O'Connor Hospital
Bank Reconciliation Summary
June 30, 2019
$ in 000's

OCH - AP
6389

Bank Account No. (last 4 digits)
Balance Per Bank

$

OCH - Payroll
3007

646

$

OCH -Lockbox/GR
2945 / 3900

313

$

68

OCH - Patient Trust
2662

$

5

OCH-Santa Clara Sale
Proceeds
9549

$

Debtor
Total

Petty Cash Total
N/A

110,958

$

111,990
(432)
111,559

$

111,559

Additive Items:
Deposits in Transit
Other Additive Items
Subtractive Items:
Outstanding Checks
Other Subtractive Items

(361)

(71)

286

242

Reclassifictions
Reconciling item
Petty Cash
Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

$

286

257

$

242

68
$

68

5
$

5

110,958
$

110,958

$

-

77

334
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Saint Louise Regional Hospital
Bank Reconciliation Summary
June 30, 2019
$ in 000's

SLRH - AP
6421

Bank Account No. (last 4 digits)
Balance Per Bank

$

SLRH - Payroll
7575

284

$

SLRH - Lockbox/GR
2926 / 3905

180

$

20

SLRH-Santa Clara Sale
Proceeds
9563

$

Debtor
Total

Petty Cash Total
N/A

57,251

$

57,734
(68)
57,666

$

57,666

Additive Items:
Deposits in Transit
Other Additive Items
Subtractive Items:
Outstanding Checks
Other Subtractive Items

(54)

(14)

230

166

Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

$

230

176

$

166

20

20
$

20

57,251
$

57,251

$

-

196
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St. Francis Medical Center
Bank Reconciliation Summary
June 30, 2019
$ in 000's

SFMC - AP
6407

Bank Account No. (last 4 digits)
Balance Per Bank

$

SFMC - Payroll
3012

17,662

$

754

SFMC Lockbox/GR
2940 / 3924 / 1057
$

352

SFMC - Capitation
(Conifer)
1357
$

Additive Items
Deposits in Transit
Other Additive tems

499

SFMC - Capitation
(AppleCare)
1371
$

1,646

$

3

Subtractive Items
Outstanding Checks
Other Subtractive Items

(2,123)

(276)

15,538

478

SFMC - Career
College
2162

SFMC - Capitation HCLA / AC
1840 / 1845
248

$

SFMC- Sale
Proceeds
0090
46

$

Debtor
Total

Petty Cash Total
N/A
0

$

42

(331)

(1,422)

(236)
(21)

Reclassifictions
Negative book balance reclassed to AP
Petty Cash

3

Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

$

15,538

295

$

478

438

352
$

352

172
$

172

831

225
$

225

237

32
$

33

46
$

46

0
$

0

3
$

3

$

21,207
45
(4,388)
(21)
3
16,846
16,847
1,904

103
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St Vincent Medical Center
Bank Reconciliation Summary
June 30, 2019
$ in 000's

SVMC - AP
6426

Bank Account No. (last 4 digits)
Balance Per Bank

$

SVMC Lockbox/GR
2964 / 3929

SVMC - Payroll
3017

5,311

$

151

$

222

SVMC - Capitation
(Conifer)
3695
$

654

SVMC - Capitation
(CHP)
0553
$

332

SVMC- Sale
Proceeds
0076

SVMC - Restricted Cash
0989
$

1,246

$

Debtor
Total

Petty Cash Total
N/A
0

$

Additive Items
Deposits in Transit
Other Additive Items

-

Subtractive Items
Outstanding Checks
Other Subtractive Items

(1,373)

(88)

(291)

(1,939)
-

(186)

Reclassifictions
Negative book balance reclassed to AP

-

Petty Cash
Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

7,917

3,938
$

3,938

318

63
$

63

50

222
$

222

363
$

363

131

146
$

146

1,246
$

1,246

0
$

0

$

4

4

4

5,982

4

68

$

5,982

567
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Seton Medical Center
Bank Reconciliation Summary
June 30, 2019
$ in 000's

Bank Account No. (last 4 digits)
Balance Per Bank

AP Disbursement
6365
$

8,108

Payroll
3001
$

SMC- Sale
Proceeds
0071

Lockbox/GR
2902 / 3887
1,230

$

238

$

Debtor
Total

Petty Cash Total
N/A
-

$

9,576
(1,005)
4
8,574

$

8,574

Additive Items:
Deposits in Transit
Other Additive Items
Subtractive Items:
Outstanding Checks
Other Subtractive Items

(789)

(217)

Reclassifictions
Negative book balance reclassed to AP
Petty Cash

4

Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

7,319
$

7,319

478

1,013
$

1,013

238
$

238

$

-

4
$

4

144

622
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Seton Medical Center Coastside
Bank Reconciliation Summary
June 30, 2019
$ in 000's

Bank Account No. (last 4 digits)
Balance Per Bank

SMCC Lockbox/GR
02907 / 3882

AP Disbursement
6834

$

167

$

Debtor
Total

Patient Trust
12907

55

$

Additive Items:
Deposits in Transit
Other Additive Items

25

$

247
4
(50)
(4)
197

$

197

4

Subtractive Items:
Outstanding Checks
Other Subtractive Items

(45)

(5)
(4)

Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

122
$

122

47

55
$

55

20
$

20

8

55
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O'Connor Hospital Foundation
Bank Reconciliation Summary
June 30, 2019
$ in 000's

OCH Foundation
3433

Bank Account No. (last 4 digits)
Balance Per Bank

$

Debtor
Total

OCH Foundation - Investment
2-037

1,341

$

243

$

Additive Items:
Deposits in Transit
Other Additive Items
Subtractive Items:
Outstanding Checks
Other Subtractive Items
Reclassifictions
Nega ive book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

1,341
$

1,341

243
$

243

$

1,584
1,584
1,584

-
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Saint Louise Regional Hospital Foundation
Bank Reconciliation Summary
June 30, 2019
$ in 000's
Debtor
Total
2521

Bank Account No. (last 4 digits)
Balance Per Bank

$

320

Additive Items:
Deposits in Transit
Other Additive Items
Subtractive Items:
Outstanding Checks
Other Subtractive Items
Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

320
$

320

Number of Outstanding Checks

16
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St. Francis Medical Center of Lynwood Foundation
Bank Reconciliation Summary
June 30, 2019
$ in 000's
Debtor
Total
2809

Bank Account No. (last 4 digits)
Balance Per Bank

$

Additive Items:
Deposits in Transit
Other Additive Items

173
67

Subtractive Items:
Outstanding Checks
Other Subtractive Items
Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

240
$

240

Number of Outstanding Checks

17
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St Vincent Medical Center Foundation
Bank Reconciliation Summary
June 30, 2019
$ in 000's
Debtor
Total
3025

Bank Account No. (last 4 digits)
Balance Per Bank

$

Additive Items:
Deposits in Transit
Other Additive Items

1,611
2

Subtractive Items:
Outstanding Checks
Other Subtractive Items
Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

1,613
$

1,613

Number of Outstanding Checks

18
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St. Vincent Dialysis Center, Inc.
Bank Reconciliation Summary
June 30, 2019
$ in 000's
Debtor
Total
8921

Bank Account No. (last 4 digits)
Balance Per Bank

$

18

Additive Items:
Deposits in Transit
Other Additive Items
Subtractive Items:
Outstanding Checks
Other Subtractive Items
Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

18
$

18

Number of Outstanding Checks

19
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Seton Medical Center Foundation
Bank Reconciliation Summary
June 30, 2019
$ in 000's

SMC Foundation
2260

Bank Account No. (last 4 digits)
Balance Per Bank

$

5,460

Debtor
Total

SMC Foundation - SVCS
0089

$

429

$

Additive Items:
Deposits in Transit
O her Addi ive Items

5,888
-

Subtractive Items:
Outstanding Checks
O her Subtractive Items

(429)

(429)

Reclassifictions
Negative book balance reclassed to AP

-

Petty Cash

-

Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

5,460
$

5,460

$

-

$

5,460
5,460

-
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Desc

Verity Business Services
Bank Reconciliation Summary
June 30, 2019
$ in 000's

AP Disbursement
6402

Bank Account No. (last 4 digits)
Balance Per Bank

$

1,193

Debtor
Total

Payroll
2982

$

10

$

1,204
(311)
892

$

892

Additive Items:
Deposits in Transit
Other Additive Items
Subtractive Items:
Outstanding Checks
Other Subtractive Items

(309)

(2)

884

8

Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

$

884

20

$

8

2

22
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Desc

Verity Medical Foundation
Bank Reconciliation Summary
June 30, 2019
$ in 000's

Bank Account No. (last 4 digits)
Balance Per Bank

VMF - Sale
Proceeds
2810

VMF - Checking
9996

$

Additive Items:
Deposits in Transit
Other Additive Items

2,957

$

Debtor
Total

Petty CashTotal

1,796

$

4,753

$

162
(540)
4
4,379
4,379

162

Subtractive Items:
Outstanding Checks
Other Subtractive Items

(540)

Reclassifictions
Negative book balance reclassed to AP
Petty Cash

4

Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

2,579
$

2,579

711

1,796
$

1,796

4
$

4

711
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Desc

Verity Holdings, LLC
Bank Reconciliation Summary
June 30, 2019
$ in 000's

AP Disbursement
1597

Bank Account No. (last 4 digits)
Balance Per Bank

$

347

VH- Santa Clara
Sale Proceeds
9568

MOB
1248

$

Additive Items:
Deposits in Transit
Other Additive Items

33

$

15,808

Debtor
Total

VH-Sale Proceeds
0151

$

-

$

4

Subtractive Items:
Outstanding Checks
Other Subtractive Items

(61)

Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

Number of Outstanding Checks

286
$

286

21

37
$

37

15,808
$

15,808

$

-

$

16,188
4
(61)
16,131
16,131
21
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Desc

De Paul Ventures - San Jose Dialysis, LLC
Bank Reconciliation Summary
June 30, 2019
$ in 000's

Bank Account No. (last 4 digits)
Balance Per Bank

De Paul Ventures –
San Jose Dialysis,
LLC
2797

$

87

Additive Items:
Deposits in Transit
Other Additive Items
Subtractive Items:
Outstanding Checks
Other Subtractive Items
Reclassifictions
Negative book balance reclassed to AP
Petty Cash
Adjusted Bank Balance
GL Balance

87
$

87

Number of Outstanding Checks
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Desc

Verity Health System, Inc.
Notes on Bank Reconciliations
June 30, 2019
1. DePaul Ventures, LLC has no bank accounts. Therefore, there is no bank activity reported on the
Verity Bank Account Summary or on the Verity Bank Account Cumulative Summary, and accordingly
no bank reconciliations.
2. The following bank accounts were closed prior to June 1, 2019, and are not reported on the Bank
Reconciliation Summary.
Account name
SMC Foundation - TCB
SMCC - Patient Trust - TCB
OCH - FSA
SLRH - FSA
SMC - FSA
SMCC - FSA
SFMC - FSA
SVMC - FSA
VBS - FSA
VH - Operating
VH - Savings
VMF - Payroll ZBA - Wells Fargo
SVMC Foundation - EWB

Last four of account #
#XXXXXX8521
#XXXXXX3611
#XXXXX12284
#XXXXX12307
#XXXXX12289
#XXXXX12302
#XXXXX12487
#XXXXX12062
#XXXXX13192
#XXXXX11970
#XXXXX11975
#XXXXX20010
#XXXXXX1162

3. The following bank accounts have had no activity and therefore bank and book balances were both
zero at the end of June. These accounts are not reported on the Verity Bank Account Summary or on
the Verity Bank Account Cumulative Summary.
Account name
VH – Sale Proceeds
SMC – Sale Proceeds

Last four of account #
#XXXXXX0151
#XXXXXX0071
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Desc

Verity Health System, Inc.
Notes on Bank Reconciliations
June 30, 2019

4. On February 28, 2019 (the “Closing Date”), the Debtors’ asset sale to Santa Clara County (the “Santa Clara Sale
Transaction”) closed and Santa Clara County wired the sale proceeds to Chicago Title Insurance Company (“Chicago Title”).
As part of that transaction, operating disbursements were made by Chicago Title directly to third parties, on behalf of the
Debtors that are party to the Santa Clara Sale Transaction (the “Chicago Title Disbursements”). In order to provide a full
accounting of operating disbursements made by or on behalf of the Debtors in the June 2019 Monthly Operating Report, the
Chicago Title Disbursements are added to the operating disbursements reported in the Verity Bank Account Summary for the
ten months ending June 30, 2019 and reported in the table below ($ 000):
Operating Disbursements
for the ten months ending 6/30/19
Chicago
Op. Disb.
Title Disb. From page 5
Total
O'Connor Hospital
$
21,573 $
111,355 $
132,928
St. Louise Regional Hospital
5,528
36,686
42,214
Verity Holdings, LLC
269
8,670
8,939
Verity Health System of California, Inc.
88
287,361
287,449

5. Per the Santa Clara County asset purchase agreement (the “APA”) § 1.2 and 1.1.2, $23.5 million of sale proceeds transferred
by Santa Clara County were escrowed with Chicago Title as escrow agent, subject to reductions related to post-closing
obligations and damages as described in APA § 15.2 (as reduced in accordance with APA § 15.2 , the “Escrow Amount”) .
The APA provides that the Escrow Amount is security for the satisfaction of Sellers’ post-closing obligations and to offset
Damages incurred by Santa Clara County as described in Section 15.2 of the APA. The APA provides that the Escrow Agent
shall hold the Escrow Amount for a period of twelve months following the Closing Date, and the Escrow Agent shall disburse
the same (along with any interest accrued thereon, as further described in the Escrow Agreement) upon the expiration of
such twelve month period (subject to valid escrow claims) in accordance with the terms of the Escrow Agreement. The
Debtors that are party to the Santa Clara Sales Transaction report the Escrow Amount as a receivable in the Consolidating
Balance Sheet – Unaudited as of June 30, 2019.
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Desc

Verity Status of Payments to Secured Creditors, Lessors, And Other Parties to Executory Contracts
For the month ending 06/30/2019
$ in 000's

#

Creditor, Lessor, Etc.

Secured Debt Holders
Ally Bank (B)
1

Post-petition
Payments Not
Frequency of
Payments (Mo/Qtr) Amount of Payment Made (Number) (A)

Total Due Not Paid
According to
Postpetition Terms

Various

$75,078

-

-

2

Wells Fargo - 2005 Bonds

Monthly

1,226

-

-

3

US Bank 2015 Notes

Monthly

1,044

-

-

4

Verity MOB Financing, LLC

Monthly

418

-

-

5

US Bank 2017 Notes

Monthly

254

-

-

$78,020

-

-

Subtotal
Top 20 Vendors
1

Healthnow Administrative Services

Various

$7,012

-

-

2

Marillac Ltd.

Various

5,786

-

-

3

Transamerica

Various

4,199

-

-

4

Cardinal Health

Various

1,648

-

-

5

Old Republic Insurance Company

Various

1,491

-

-

6

Medline Industries, Inc.

Various

1,443

-

-

7

Verity Medical Group

Various

1,011

-

-

8

Applecare Medical Group

Various

926

-

-

9

Quadramed Corporation

Various

900

-

-

10

Sodexo, Inc & Affiliates

Various

890

-

-

11

Rightsourcing Inc

Various

719

-

-

12

Lockton Companies LLC

Various

687

-

-

13

Sagewell Healthcare Benefits Trust

Various

604

-

-

14

Nantworks LLC

Various

533

-

-

15

Onelegacy

Various

531

-

-

16

American Red Cross

Various

417

-

-

17

Medtronic USA Inc

Various

415

-

-

18

Shiftwise

Various

404

-

-

19

Kforce Inc.

Various

397

-

-

20

Norcal Mutual Insurance Company

Various

386

-

-

$30,399

-

-

Subtotal
Notes
A)
B)

See Notes after XI. Questionnaire.
In addition to the above payments to Ally Bank, Verity also submits its cash inflows to the Debtors' DIP Lender Ally Bank on a daily basis even when
there is no DIP balance outstanding. When this occurs, Ally Bank returns the funds to Verity. To the extent funds are sent to and received from Ally
Bank in the same month in the case of a zero DIP balance, the transfers will net out to zero.
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TO SECURED
Main Document
Page 28CONTRACTS
of 56
AND OTHER
PARTIES TO EXECUTORY

Desc

Post-Petition
Total Due not paid
Frequency of Payments
payments not made
according to
(Mo/Qtr)
Amount of Payment
(Number)
postpetition terms

Creditor, Lessor, Etc.
SEE PRIOR PAGE

TOTAL DUE:

III. TAX LIABILITIES - $ in 000's
FOR THE REPORTING PERIOD - $ in 000's:

Gross Sales Subject to Sales Tax: $
Total Wages Paid: $
Total Post-Petition
Amounts Owing Amount Delinquent

Other:

Federal Withholding
State Withholding
FICA- Employee/Employer Share
State Unemployment
State Disability Insurance
Sales and Use
Real Property

$

1,480
591
1,990
107
112
26
33

TOTAL $

4,338

$

280
32,475
Date Delinquent
Amount Due

-

-
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30 days or less
31 - 60 days
61 - 90 days
91 - 120 days
Over 120 days
TOTAL:

*Accounts Payable
Post-Petition
$
5,686
710
610
349
379
$
7,734

Desc

Patient Receivables
Combined Pre and Post Petition
$
69,407
20,462
11,951
9,144
40,763
$
151,727

V. INSURANCE COVERAGE
Name of Carrier
General Liability
Worker's Compensation
Casualty
Vehicle
Others:

Amount of
Coverage

Policy Expiration
Date

Premium Paid
Through (Date)

See Schedule Attached

VI. UNITED STATES TRUSTEE QUARTERLY FEES - $ in 000's
(TOTAL PAYMENTS)
Quarterly Period
Ending (Date)
30-Sep-2018 $
31-Dec-2018 $
31-Mar-2019 $

Total
Disbursements
89,411
377,637
418,770

Quarterly Fees

Date Paid

Amount Paid

Quarterly Fees
Still Owing

$
$
$

898
1,775
1,840

31-Oct-2018 $
31-Jan-2019 $
30-Apr-2019 $

898
1,775
1,840

$
$
$

$

4,513

$

4,513

$

- (A)
-

(A) The Debtors did not initially receive an invoice from the U.S. Trustee for quarterly fees for De Paul Ventures – San Jose Dialysis, LLC
and therefore $0.325 thousand of the reported amount paid was paid on November 30, 2018.
See Notes after Section XI., Questionnaire.
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Debtor

Desc

Aggregate Insider
Compensation Paid

Account Used

Verity Health System of California, Inc.

XXXXXX1785

$

260,716

O’Connor Hospital

XXXXXX3007

$

Saint Louise Regional Hospital

XXXXXX7575

$

-

St. Francis Medical Center

XXXXXX3012

$

11,429

St. Vincent Medical Center

XXXXXX3017

$

61,629

Seton Medical Center

XXXXXX3001

$

65,977

-

O’Connor Hospital Foundation

-

Saint Louise Regional Hospital Foundation

-

St. Francis Medical Center of Lynwood Foundation

-

St. Vincent Foundation

-

St. Vincent Dialysis Center, Inc.

-

Seton Medical Center Foundation

-

Verity Business Services
Verity Medical Foundation

XXXXXX9996

$

-

Verity Holdings, LLC

-

DePaul Ventures, LLC

-

DePaul Ventures - San Jose Dialysis, LLC

$

399,751

VIII SCHEDULE OF OTHER AMOUNTS PAID TO INSIDERS

Debtor

Account Used

Aggregate Insider Other
Amounts Paid (a)

Verity Health System of California, Inc.

XXXXXX6440

$

124,375

O’Connor Hospital

XXXXXX6389

$

-

Saint Louise Regional Hospital

XXXXXX6421

$

-

St. Francis Medical Center

XXXXXX6407

$

31,750

St. Vincent Medical Center

XXXXXX6426

$

10,215

Seton Medical Center

XXXXXX6365

$

20,250

O’Connor Hospital Foundation

$

-

Saint Louise Regional Hospital Foundation

$

-

St. Francis Medical Center of Lynwood Foundation

$

-

St. Vincent Foundation

$

-

St. Vincent Dialysis Center, Inc.

$

-

Seton Medical Center Foundation

$

-

Verity Business Services

$

-

Verity Medical Foundation

$

-

Verity Holdings, LLC

$

-

DePaul Ventures, LLC

$

-

DePaul Ventures - San Jose Dialysis, LLC

$

-

$

186,590

(a) For the Hospital Debtors, amounts represent payments made by the Hospitals to physician
board members associated with medical directorships and on-call coverage provided. Such
payments are not associated with services provided as a board member.
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Saint Louise
Regional
Hospital

O'Connor
Hospital
ASSETS
Current Assets
Cash and cash equivalents
Net patient accounts receivable
Due from government agencies
Due from related organizations
Other current assets
Other restricted assets
Total Current Assets

$
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601
12,029
739
13,434
30,254
110,958
168,015

$

416
3,977
198
4,905
10,797
57,251
77,544

St. Francis
Medical Center

St. Vincent
Medical Center

Seton Medical
Center

Seton Medical
Center
Coastside
(Seton Medical
Center)

System Office
(Verity Health
System of CA,
Inc.)

$

$

$

$

$

16,847
61,282
2,949
453,240
44,945
579,263

4,736
32,268
5,003
13,554
19,176
74,737

8,574
35,810
1,995
17,240
13,357
76,976

197
4,535
48
366
5,146

31,584
631,858
10,695
30,986
705,123

System
Elimination Obligated
Group

$

Desc

Obligated
Group Subtotal

- $
(1,058,503)
(1,058,503)

62,955
149,901
10,884
75,776
129,590
199,195
628,301

Non-Debtor A

$

17,970
6,056
24,026

DePaul Ventures
Verity Business
(Includes DePaul
Services
Ventures - San Jose
Dialysis, LLC)

$

892
55,632
239
56,763

$

87
3,474
3,561

Assets Limited As To Use
Other investments
Under bond indenture agreements
Total Assets Limited As To Use

-

-

-

3,031
3,031

34,832
34,832

-

20
24,816
24,836

-

3,051
59,648
62,699

35,633
35,633

-

-

Property And Equipment, Net

-

-

86,029

44,119

41,335

641

24,092

-

196,216

-

1,522

-

Other Long-Term Assets

-

-

137

7

222

-

2,475

-

2,841

-

-

51

Total Assets
LIABILITIES AND NET (DEFICIT) ASSETS
Current Liabilities
Accounts payable
Current portion of long-term debt, net of debt issuance costs
Due to government agencies
Accrued expenses and other current liabilities
Due to related organizations
Total Current Liabilities

$

168,015

$

77,544

$

665,429

$

121,894

$

153,365

$

5,787

$

756,526

$

(1,058,503) $

890,057

$

59,659

$

58,285

$

3,612

$

15,600
774
570
15,849
270,132
302,925

$

4,091
469
5,265
73,620
83,445

$

16,974
4,076
2,603
94,744
10,343
128,740

$

23,371
867
1,605
32,543
340,362
398,748

$

15,274
1,801
326
47,496
220,729
285,626

$

403
2,152
26,451
29,006

$

14,183
228,350
159,659
269,577
671,769

$

- $
(1,058,503)
(1,058,503)

89,896
236,337
5,104
357,708
152,711
841,756

$

33
15,889
15,922

$

5,825
3,593
47,088
56,506

$

1
2
3

Other Liabilities
Pension and other long-term liabilities
Total Other Liabilities

48,641
48,641

5,669
5,669

95,824
95,824

73,788
73,788

2,549
2,549

26
26

49,335
49,335

-

275,832
275,832

33,092
33,092

-

-

Long-Term Debt, Net Of Current Portion
And Debt Issuance Costs

47,507

28,776

63,436

53,181

96,132

-

44,076

-

333,108

-

-

-

399,073

117,890

288,000

525,717

384,307

29,032

765,180

(1,058,503)

1,450,696

49,014

56,506

3

(40,346)
(40,346)
77,544 $

377,429
377,429
665,429

(8,654)
(8,654)
756,526 $

(1,058,503) $

10,645
10,645
59,659

1,779
1,779
58,285

3,609
3,609
3,612

Total Liabilities
NET (DEFICIT) ASSETS
Unrestricted
Temporarily restricted
Permanently restricted
Total Net (Deficit) Assets
Total Liabilities And Net (Deficit) Assets

$

(231,058)
(231,058)
168,015 $

$

(407,064)
523
2,718
(403,823)
121,894 $

(230,942)
(230,942)
153,365 $

(23,245)
(23,245)
5,787 $

(563,880)
523
2,718
(560,639)
890,057 $

$

$
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ASSETS
Current Assets
Cash and cash equivalents
Net patient accounts receivable
Due from government agencies
Due from related organizations
Other current assets
Other restricted assets
Total Current Assets

St. Vincent
Dialysis Center
Inc.

Verity Medical
Foundation

$

$

Assets Limited As To Use
Other investments
Under bond indenture agreements
Total Assets Limited As To Use
Property And Equipment, Net
Other Long-Term Assets
Total Assets
LIABILITIES AND NET (DEFICIT) ASSETS
Current Liabilities
Accounts payable
Current portion of long-term debt, net of debt issuance costs
Due to government agencies
Accrued expenses and other current liabilities
Due to related organizations
Total Current Liabilities
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18
615
6,913
64
7,610

2,583
1,211
3,438
3,142
1,796
12,170

O'Connor
Hospital
Foundation

$

343
1
344

Seton Medical
Center
Foundation

St. Francis
Medical Center
of Lynwood
Foundation

$

$

222
7
387
616

56
4
1,421
1,481

Saint Louise
Regional
Hospital
Foundation

$

St. Vincent
Foundation

19
5
24

$

Desc

Verity Holdings,
LLC

195
12,517
982
13,694

$

323
76,654
1,969
15,808
94,754

Non-Debtor B

$

15
15

$

Verity Total

- $
(234,421)
(8,363)
(242,784)

85,678
151,727
10,884
135,487
216,799
600,575

-

-

1,241
1,241

5,236
5,236

184
184

301
301

4,104
4,104

-

-

-

49,750
59,648
109,398

189

501

-

-

-

-

-

13,578

-

-

212,006

-

866

-

-

-

-

956

890

-

$

7,799

$

13,537

$

1,585

$

5,852

$

1,665

$

325

$

18,754

$

$

34
12,123
12,157

$

596
10,501
11,097

$

7,343
7,343

$

1,112
1,112

$

8,687
8,687

$

5,094
5,094

$

890
890

$

109,222

$

(244,275) $

926,092

1,057 $
1,704
(629)
2,132

-

$

- $
(9,844)
(234,421)
(244,265)

97,407
236,337
5,104
379,586
718,434

7,801
7,801

70
70

-

-

-

104
104

18,579
18,579

-

Long-Term Debt, Net Of Current Portion
And Debt Issuance Costs

-

-

-

-

-

-

-

105,653

-

Total Liabilities

12,157

18,898

7,413

1,112

8,687

5,094

994

126,364

-

NET (DEFICIT) ASSETS
Unrestricted
Temporarily restricted
Permanently restricted
Total Net (Deficit) Assets
Total Liabilities And Net (Deficit) Assets

(4,358)
(4,358)
7,799 $

(5,361)
(5,361)
13,537 $

(424)
2,446
2,718
4,740
5,852 $

(8,536)
1,514
(7,022)
1,665 $

(5,070)
301
(4,769)
325 $

11,692
3,617
2,451
17,760
18,754

$

4,113

15

-

(6,998)
835
335
(5,828)
1,585 $

(1,491)

$

Other Liabilities
Pension and other long-term liabilities
Total Other Liabilities

$

System
Elimination Non Obligated
Group

(17,142)
(17,142)
109,222 $

15
15
15

(10)
(10)

335,468
335,468

(244,275)

$

(244,275) $

438,761
1,492,663

(584,029)
9,236
8,222
(566,571)
926,092
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O'Connor
Hospital

UNRESTRICTED REVENUES AND OTHER SUPPORT
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less provision for doubtful accounts
Premium revenue
Other revenue
Contributions
Total Unrestricted Revenues And Other Support

$

EXPENSES
Salaries and benefits
Supplies
Purchased services, medical claims and other
Depreciation and amortization
Interest, net
Total Expenses
Operating (Loss) Income
Investment Income (Loss)
Gain (Loss) on Hospital Sales
Reorganization Items
Excess (Deficit) Of Revenues Over Expenses

$

(1,777) $
839
(938)
(21)
(959)
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Saint Louise
Regional
Hospital

St. Francis
Medical Center

(994) $
377
(617)
(617)

25,559
1,888
27,447
8,986
220
364
37,017

St. Vincent
Medical Center

$

Seton Medical
Center

Seton Medical
Center
Coastside
(Seton Medical
Center)

13,499 $
(249)
13,250
1,853
15
65
15,183

12,222 $
(232)
11,990
101
15
12,106

1,269
72
1,341
32
1,373

1,503
210
426
11
2,150

236
(57)
488
229
896

126
(9)
40
139
296

20,862
3,717
18,533
701
318
44,131

9,086
2,884
8,023
576
229
20,798

12,053
1,390
5,577
426
442
19,888

(1,855)

(913)

(7,114)

(5,615)

(7,782)

System Office
(Verity Health
System of CA,
Inc.)

$

(777)

9,817
9,817

System
Elimination Obligated
Group

$

Desc

Obligated
Group Subtotal

(1,412) $
(1,412)
(156)
(8,779)
(10,347)

48,366
2,695
51,061
10,683
1,385
444
63,573

2,399
2,399

$

2,605

(3,007)

(24,458)

788

13

45

-

-

-

-

-

-

13

-

102

-

402

-

780

(393)

(90)

-

-

-

-

-

-

(483)

(44)

(63)

1,448

950

823

76

3,007

(6,565) $

(8,503) $

-

(3,007)
$

-

3,190
$

(27,351) $

833

1,730
(9)
642
23
2,386

-

196
196

-

(853) $

$

45,756
8,141
28,906
1,757
3,471
88,031

-

(8,562) $

984
984

(1,412)
(5,928)
(7,340)

94

(846) $

$

DePaul Ventures
Verity Business
(Includes DePaul
Services
Ventures - San Jose
Dialysis, LLC)

3,302
6
1,747
43
2,114
7,212

182

(2,022) $

Non-Debtor A

$

-

1
1
(1)

$

33

(1)

Verity Health System
Statement Of Operations - Unaudited
For The Month Ended June 30, 2019
(In thousands)

Case 2:18-bk-20151-ER

St. Vincent
Dialysis Center
Inc.

UNRESTRICTED REVENUES AND OTHER SUPPORT
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less provision for doubtful accounts
Premium revenue
Other revenue
Contributions
Total Unrestricted Revenues And Other Support

$
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Verity Medical
Foundation

422 $
(15)
407
407

(310) $
(310)
250
760
700

O'Connor
Hospital
Foundation

-

Seton Medical
Center
Foundation

St. Francis
Medical Center
of Lynwood
Foundation

$

$

5
5

23
23

Saint Louise
Regional
Hospital
Foundation

$

St. Vincent
Foundation

-

$

Desc

Verity Holdings,
LLC

20
20

$

924
180
1,104

Non-Debtor B

$

-

System
Elimination Non Obligated
Group

$

Verity Total

(97) $
(97)
(4,564)
(4,661)

48,381
2,680
51,061
10,933
1,888
672
64,554

47,668
8,286
29,476
1,840
4,169
91,439

EXPENSES
Salaries and benefits
Supplies
Purchased services, medical claims and other
Depreciation and amortization
Interest, net
Total Expenses

260
116
40
2
418

506
45
2,829
14
3,394

-

13
(1)
1
13

33
(2)
1
32

-

18
2
1
21

(7)
862
41
698
1,594

-

(648)
(3,999)
(4,647)

Operating (Loss) Income

(11)

(2,694)

-

(8)

(9)

-

(1)

(490)

-

(14)

(26,885)

Investment Income (Loss)

-

-

2

5

1

1

3

26

-

-

863

Gain (Loss) on Hospital Sales

-

-

-

-

-

-

-

-

-

-

(483)

Reorganization Items

-

(84)

-

-

-

-

-

14

-

(2,610) $

2

Excess (Deficit) Of Revenues Over Expenses

$

(11) $

$

(3) $

(8) $

1

$

2

$

(478) $

-

(13)
$

3,120

(1) $

(29,625)

34

Verity Health System
Statement Of Operations - Unaudited
For the Ten Months June 30, 2019
(In thousands)

Case 2:18-bk-20151-ER

Saint Louise
Regional
Hospital

O'Connor
Hospital

UNRESTRICTED REVENUES AND OTHER SUPPORT
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less provision for doubtful accounts
Premium revenue
Other revenue
Contributions
Total Unrestricted Revenues And Other Support

$
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St. Francis
Medical Center

St. Vincent
Medical Center

Seton Medical
Seton Medical Center Coastside
Center
(Seton Medical
Center)

System Office
(Verity Health
System of CA,
Inc.)

40,112 $
(1,324)
38,788
92
32
38,912

361,461 $
(1,870)
359,591
86,395
1,640
3,214
450,840

149,068 $
(1,213)
147,855
13,404
1,236
920
163,415

174,813 $
(9,096)
165,717
998
73
166,788

18,182 $
(612)
17,570
448
18,018

EXPENSES
Salaries and benefits
Supplies
Purchased services, medical claims and other
Depreciation and amortization
Interest, net
Total Expenses

84,749
18,379
48,328
3,005
2,070
156,531

30,266
4,028
15,305
868
1,377
51,844

192,993
35,498
175,112
6,955
3,155
413,713

95,805
33,891
82,466
4,880
2,231
219,273

125,557
22,724
57,483
4,219
4,505
214,488

14,525
1,604
3,913
103
20,145

41,603
114
27,542
403
20,716
90,378

(14,657)
(84,211)
(98,868)

Operating (Loss) Income

(32,538)

(12,932)

37,127

(55,858)

(47,700)

(2,127)

39,029

(41,538)

Gain (Loss) on Hospital Sales
Reorganization Items
Excess (Deficit) Of Revenues Over Expenses

$

$

Obligated
Group Subtotal

125,008 $
(3,308)
121,700
2,231
62
123,993

Investment Income (Loss)

129,407
129,407

System
Elimination Obligated
Group

Desc

(14,657) $
(14,657)
(1,044)
(124,705)
(140,406)

Non-Debtor A

853,987 $
(17,423)
836,564
98,755
11,347
4,301
950,967

570,841
116,238
325,937
20,433
34,054
1,067,503
(116,536)

10,609
10,609

Verity Business
Services

DePaul Ventures
(Includes DePaul
Ventures - San
Jose Dialysis,
LLC)

$

$

31,609
31,609

-

9,981
9,981

23,060
193
7,852
229
31,334

(75)
(75)

628

275

75

744

385

-

-

247

-

2,509

-

3,885

498

-

-

109,156

51,629

-

-

-

-

674

-

161,459

-

-

-

5,967

2,053

16,683

10,570

9,418

880

41,538

45,571

-

275

1

71,395

$

37,029

$

20,444

$

(66,428) $

(56,871) $

(3,007) $

674

(41,538)
$

-

$

3,237

$

1,126

$

-

35

$

74

Verity Health System
Statement Of Operations - Unaudited
For the Ten Months June 30, 2019
(In thousands)

Case 2:18-bk-20151-ER

St. Vincent
Dialysis Center
Inc.

UNRESTRICTED REVENUES AND OTHER SUPPORT
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less provision for doubtful accounts
Premium revenue
Other revenue
Contributions
Total Unrestricted Revenues And Other Support

$

EXPENSES
Salaries and benefits
Supplies
Purchased services, medical claims and other
Depreciation and amortization
Interest, net
Total Expenses
Operating (Loss) Income
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Verity Medical
Foundation

O'Connor
Hospital
Foundation

St. Francis
Medical Center
of Lynwood
Foundation

$

$

4,163 $
(266)
3,897
3,897

31,448 $
(1,609)
29,839
10,764
8,747
49,350

2,603
1,358
440
20
4,421

24,662
10,581
58,837
1,526
11
95,617

94
6
100

138
(5)
(7)
4
130

(46,267)

(95)

(524)

5
5

Seton Medical
Center
Foundation

43
43

124
124

Saint Louise
Regional
Hospital
Foundation

$

St. Vincent
Foundation

Desc

Verity Holdings,
LLC

$

11,653
1,800
13,453

Non-Debtor B

$

-

141
141

(1,080) $
(1,080)
(55,546)
(56,626)

888,518
(19,298)
869,220
109,519
18,419
6,413
1,003,571

360
41
4
405

69
28
97

188
31
4
223

(9)
49
9,184
605
7,097
16,926

-

(6,661)
(49,695)
(56,356)

615,345
128,414
362,560
22,825
41,162
1,170,306

(87)

(281)

(98)

(82)

(3,473)

-

(270)

17

55

10

7

20

599

-

-

5,094

-

174,598

3

Gain (Loss) on Hospital Sales

-

(31)

-

-

-

-

-

13,170

-

Reorganization Items

-

589

3

4

3

3

3

95

-

(521) $

(46,887) $

Excess (Deficit) Of Revenues Over Expenses

$

(81) $

(36) $

(274) $

(94) $

(65) $

10,201

$

-

$

Verity Total

- $
(1)
(1)

Investment Income (Loss)

-

System
Elimination Non Obligated
Group

(166,735)

(273)
$

3

46,274
$

(33,317)
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Desc

Notes
Post-Petition
Total Due not paid
Frequency of Payments payments not made
according to
(Mo/Qtr)
(Number)
postpetition terms
n/a
-

Creditor, Lessor, Etc. Not Paid According
to Postpetition Terms
None

TOTAL DUE:

Explanation
n/a

0.00

VI. UNITED STATES TRUSTEE QUARTERLY FEES
(TOTAL PAYMENTS - 1st QUARTERLY PERIOD)
Quarterly Period
Ending (Date)

Debtor

Total
Disbursements

$

-

Quarterly Fees

$

-

Date Paid

Amount Paid

$

-

Quarterly Fees Still
Owing

$

-
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Desc

As of 7/1/2019

#

Insurance Coverage

Carrier

First Named Insured

Policy Period

Policy Number

Limits of Liability

Premium Paid
Through (Date)

2/28/2022

1

Storage Tank Liability

ACE American
Insurance Company
(Chubb)

O'Connor Hospital

6/30/2018-2/28/2022

G24668538 010

$1,000,000 Per Storage Tank Incident
$2,000,000 Aggregate for ASTs
$2,000,000 Aggregate for USTs
$4,000,000 Aggregate Limit of Liability for All Storage Tank
Incidents
$2,000,000 Aggregate Limit of Liability for Legal Defense Expenses
$6,000,000 Policy Aggregate

2

Cyber/Network Liability

AXIS Insurance
Company

Verity Health System of
California, Inc.

2/4/2019-2/4/2020

P-001-000076217-01

$2,000,000 per claim in excess of $500,000

2/4/2020

3

Commercial Property

American Guarantee
and Liability Insurance
Company (Zurich)

Verity Health System of
California, Inc.

7/1/2019-7/1/2020

ZMD7067455-01

$1,000,000,000 Loss Limit

7/1/2020

4

Workers' Compensation and Employers
Liability

Old Republic Insurance
Company

Verity Health System of
California, Inc.

7/1/2019-1/1/2020

MWC 313800-19

Workers' Compensation - Statutory
Employers Liability $1,000,000 BI Each Accident
$1,000,000 BI Disease Each Employee
$1,000,000 BI Disease Policy Limit

1/1/2020

10/1/2018-10/1/2019

UST G71182654 001

$1,000,000 Per Storage Tank Incident
$1,000,000 Aggregate for ASTs
$1,000,000 Aggregate for USTs
$2,000,000 Aggregate Limit of Liability for All Storage Tank
Incidents
$1,000,000 Aggregate Limit of Liability for Legal Defense Expenses
$3,000,000 Policy Aggregate

10/1/2019

10/1/2018-10/1/2019

CA 087 15 98

$1,000,000 Combined Single Limit

10/1/2019

10/1/2019

St. Vincent Medical Center
Seton Medical Center; Verity
Holdings, LLC

5

Storage Tank Liability (Consolidated)

ACE American
Insurance Company
(Chubb)

6

Commercial Automobile

National Union Fire
Insurance Company of
Pittsburgh, PA (AIG)

Verity Health System of
California, Inc.

7 Helipad Liability & Non-Owned Aircraft Liability

ACE Property and
Casualty Insurance
Company (Chubb)

Verity Health System of
California, Inc.

10/1/2018-10/1/2019

AAP N17935550 001

$10,000,000 Each Occurrence
$10,000,000 Products-Completed Operations Aggregate
$10,000,000 Personal Injury and Advertising Injury Aggregate
$10,000,000 Hangarkeepers Any One Occurrence
$10,000,000 Hangarkeepers Any One Aircraft
$10,000,000 Non-Owned Aircraft Liability Any One Occurrence

8

Sexual Misconduct and Molestation Liability

Lloyds of London
(Beazley Syndicates
#2623/#623)

St. Francis Medical Center
(Children's Counseling Center
Agreement)

10/1/2018-10/1/2019

GLOPR1801815

$2,000,000 Any One Victim and in the Aggregate

10/1/2019

9

D&O Liability, Employment Practices Liability,
Fiduciary Liability, Crime

National Union Fire
Insurance Company of
Pittsburgh, PA (AIG)

Verity Health System of
California, Inc.

10/1/2017-10/1/2018
(Extended to 10/1/2019)

02-359-65-60

$10,000,000 D&O Liability and EPL (Shared)
$10,000,000 Fiduciary Liability
$10,000,000 Crime
$20,000,000 Policy Aggregate

10/1/2019

Endurance Risk
Solutions Assurance
Company

Verity Health System of
California, Inc.

10/1/2017-10/1/2018
(Extended to 10/1/2019)

BLX10008286901

$10,000,000 Excess of $10,000,000

10/1/2019

Argonaut Insurance
Company (ARGO
Group)

Verity Health System of
California, Inc.

10/1/2017-10/1/2018
(Extended to 10/1/2019)

MLX 7602088-01

$10,000,000 Excess of $20,000,000
(D&O Liaiblity Only)

10/1/2019

National Union Fire
Insurance Company of
Pittsburgh, PA

Verity Health System of
California, Inc.

10/1/2018-10/1/2019

02-306-61-90

$2,000,000 Excess of $30,000,000

10/1/2019

Primary Layer

10

D&O Liability and Employment Practices
Liability

1st Excess Layer

11

12

D&O Liability Only

2nd Excess Layer

Excess Side A D&O Liability
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Desc

As of 7/1/2019

#

13

14

Insurance Coverage
Punitive Damages Wrap

Primary Layer

Punitive Damages Wrap

1st Excess Layer

Carrier

First Named Insured

Policy Period

Policy Number

Limits of Liability

Premium Paid
Through (Date)

American International
Reinsurance Company,
Ltd.

Verity Health System of
California, Inc.

10/1/2017-10/1/2018
(Extended to 10/1/2019)

24542026

$10,000,000 Each Occurence
$10,000,000 Aggregate

10/1/2019

Magna Carta
Insurance, Ltd.

Verity Health System of
California, Inc.

10/1/2017-10/1/2018
(Extended to 10/1/2019)

MCEN204155

$10,000,000 Excess of $10,000,000

10/1/2019

12/5/2019

St. Francis Medical Center

12/05/2018-12/05/2019

STEP011394-01

$1,000,000 Remediation Expense
$1,000,000 Bodily Injury and Property Damage Resulting from
Contamination
$1,000,000 Defense Expense
$1,000,000 Defense Expense Aggregate
$2,000,000 Total Policy Aggregate

15

Storage Tank Liability

Tokio Marine Specialty
Insurance Company
(Philadelphia)

16

General Liability

Chubb

St. Francis Medical Center
(Lynwood Parking Agreement)

3/31/2019-3/31/2020

HPL G2181684A 012

$1,000,000 Each Occurrence
$1,000,000 Personal Injury & Advertising Injury
$1,000,000 Products/Completed Operations Aggregrate
$3,000,000 General Aggregate

3/31/2020

Physicians Professional Liability
17

Professional Liability

NORCAL Mutual
Insurance Company

The Contracted Physicians of
O'Connor Hospital

1/1/2019-1/1/2020

728814N

Per Scheduled Provider
$1,000,000 Each Claim; $3,000,000 Aggregate

9/30/2019

18

Professional Liability

NORCAL Mutual
Insurance Company

The Contracted Physicians of St.
Francis Medical Center

1/1/2019-1/1/2020

728812N

Per Scheduled Provider
$1,000,000 Each Claim; $3,000,000 Aggregate
$2,000,000 Each Claim; $4,000,000 Aggregate

9/30/2019

Marillac Insurance
Company, Ltd.

Verity Health System of
California, Inc.

3/31/2019-3/31/2020

DOC PLGL-26000-019

Professional Liability
$5,000,000 Each Claim and No Aggregate
General Liability
$2,000,000 Each Occurrence and No Aggregate

7/31/2019

3/31/2020

Captive

19

Professional and General Liability

20

Excess Professional and Umbrella Liability
(See Reinsurance Below)

Marillac Insurance
Company, Ltd.

Verity Health System of
California, Inc.

3/31/2019-3/31/2020

DOC PLGL-26000-019

Excess Professional Liability
$80,000,000 Each Occurence
$80,000,000 Aggregate
All Other Liability
$80,000,000 Each Claim
$80,000,000 Aggregate

21

Workers Compensation Deductible Liability
Protection

Marillac Insurance
Company, Ltd.

Verity Health System of
California, Inc.

7/1/2019-1/1/2020

DED.WC-07.01.19-20

Workers' Compensation
$500,000 Each Occurrence
Employers Liability
$500,000 Each Occurrence

10/1/2019

ACE American
Insurance Company
(Chubb)

Verity Health System of
California, Inc.

3/31/2019-3/31/2020

RBN G21816838 012

$15,000,000 Each Professional Liability Loss Event
$15,000,000 Aggregate Professional Liability
$15,000,000 Aggregate General Liability
of Ceding Company Limits

3/31/2020

Reinsurance

22

Lead Excess Layer
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Desc

As of 7/1/2019

#

23

24

25

26

27

Insurance Coverage

Carrier

First Named Insured

2nd Excess Layer

Continental Casualty
Company (CNA)

Verity Health System of
California, Inc.

3rd Excess Layer

Berkshire Hathaway
Specialty Insurance
Company

Verity Health System of
California, Inc.

4th Excess Layer

Zurich American
Insurance Company

Verity Health System of
California, Inc.

5th Excess Layer

The Doctors Company
Group

Verity Health System of
California, Inc.

6th Excess Layer

The Medical Protective
Company

Verity Health System of
California, Inc.

Policy Number

Limits of Liability

Premium Paid
Through (Date)

HMU 2097462209-11

$10,000,000 Each Professional Liability Claim
$10,000,000 Aggregate Professional Liability
$10,000,000 Each General Liability Occurrence
$10,000,000 Aggregate General Liability
Excess of
Chubb Underlying Above

3/31/2020

47-RHC-304968-02

$10,000,000 Each Professional Liability Claim
$10,000,000 Aggregate Professional Liability
$10,000,000 Each General Liability Occurrence
$10,000,000 Aggregate General Liability
Excess of
Chubb and CNA Underlying Above

3/31/2020

HPC 0239123-01

$10,000,000 Each Professional Liability Claim
$10,000,000 Aggregate Professional Liability
$10,000,000 Each General Liability Occurrence
$10,000,000 Aggregate General Liability
Excess of
Chubb, CNA and Berkshire Underlying Above

3/31/2020

FRX-00015-19-00

$15,000,000 Each Professional Liability Claim
$15,000,000 Aggregate Professional Liability
$15,000,000 Aggregate General Liability
Excess of
Chubb, CNA, Berkshire and Zurich Underlying Above

3/31/2020

3/31/2019-3/31/2020

XOL2019-018

$20,000,000 Each Professional Liability Claim
$20,000,000 Aggregate Professional Liability
$20,000,000 Each General Liability Occurrence
$20,000,000 Aggregate General Liability
Excess of
Chubb, CNA, Berkshire, Zurich and TDC Underlying Above

3/31/2020

Policy Period

3/31/2019-3/31/2020

3/31/2019-3/31/2020

3/31/2019-3/31/2020

3/31/2019-3/31/2020

Surety Bonds
28

CA DHS Patient Trust Bond

Hartford Fire Insurance
Seton Medical Center Coastside
Company

12/1/2001-12/1/2019

83BSBBF7598

$75,000 Bond Amount

12/1/2019

29

CA DHS Patient Trust Bond

Hartford Fire Insurance
Company

St. Francis Medical Center

12/1/2001-12/1/2019

83BSBBF7621

$5,000 Bond Amount

12/1/2019

30

CA DHS Patient Trust Bond

Hartford Fire Insurance
Company

St. Vincent Medical Center

12/1/2001-12/1/2019

83BSBBF7625

$2,000 Bond Amount

12/1/2019

31

CA DHS Patient Trust Bond

Hartford Fire Insurance
Company

Saint Louise Regional Hospital

12/1/2001-12/1/2019

83BSBBF7637

$10,000 Bond Amount

12/1/2019

32

CA DHS Patient Trust Bond

Hartford Fire Insurance
Company

O'Connor Hospital

12/1/2001-12/1/2019

83BSBBF7648

$50,000 Bond Amount

12/1/2019

33

CA DHS Patient Trust Bond

Hartford Fire Insurance
Company

Seton Medical Center

12/1/2001-12/1/2019

83BSBBF7661

$35,000 Bond Amount

12/1/2019
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As of 7/1/2019

#

Insurance Coverage

Carrier

First Named Insured

Policy Number

Limits of Liability

Premium Paid
Through (Date)

1/1/2019-1/1/2020

P0312544005

$1,000,000 Maximum Benefit Per Covered Person
90% Payable in Excess of Specific Deductible if Complete Claim is
Received by 2/1/20
50% Payable in Excess of Specific Deductible if Complete Claim is
Not Received by 2/1/20
Transplant Services - 50% by a Non-Approved Transplant Network
Provider

6/30/2019

(A)

1/1/19-12/31/19

70037-7

$375,000 per Individual
Coverage Period - Incurred in 12 months 1/1/19 - 12/31/19 and
paid in 24 months 1/1/19 - 12/31/20

7/1/2019

(A)

Policy Period

Provider Capitation Stop Loss (Managed Care Excess Loss)

Provider Capitation Stop Loss

34 (Applicable to St. Vincent Medical Center and
St. Francis Medical Center)

PartnerRe America
Insurance Company

Verity Health System of
California, Inc.

Self-Insured Medical and Pharmacy Stop Loss
35 Self-Insured Medical and Pharmacy Stop Loss

Reliastar Life Insurance
Company (Voya)

Verity Health System of
California, Inc.

(A) Premium is paid monthly.
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Desc

Verity Health System
Debtor Bank Accounts
As of 06/30/19

Number

Group

Bank Account Name

Account Number

Authorized Signers

Verity Health System of California, Bank of America
Inc.

Company

Financial Institution

XXXXXX9087

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

(C)

(C)

1

Obligated Group

VHS - Santa Clara Sale
Proceeds

Obligated Group

VHS - Non-Santa Clara Sale
Proceeds

Verity Health System of California, Bank of America
Inc.

XXXXXX9100

2

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

VHS - AP
Obligated Group

Verity Health System of California, Bank of America
Inc.

XXXXXX6440

3

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

VHS - Self Insurance
Obligated Group

Verity Health System of California, Bank of America
Inc.

XXXXXX9250

4

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

VHS - Payroll
Obligated Group

Verity Health System of California, Bank of America
Inc.

XXXXXX1785

5

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

Obligated Group

VHS - DIP Concentration
Account (formerly named
Construction Escrow)
VHS - DIP Loan Proceeds

Verity Health System of California, Bank of America
Inc.

XXXXXX2889

6

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

Obligated Group

Verity Health System of California, Bank of America
Inc.

XXXXXX4358

7

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

Bank of America

XXXXXX9549

Obligated Group

OCH - Santa Clara Sale
Proceeds

O'Connor Hospital

8

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

OCH - Lockbox

O'Connor Hospital

Bank of America

XXXXXX2945

9

Obligated Group

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

OCH - Gross Revenue

O'Connor Hospital

Bank of America

XXXXXX3900

10

Obligated Group

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

OCH - AP

O'Connor Hospital

Bank of America

XXXXXX6389

11

Obligated Group

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer
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Desc

Verity Health System
Debtor Bank Accounts
As of 06/30/19

Number

Group

12

Obligated Group

13

Obligated Group

14

Obligated Group

15

Obligated Group

16

Obligated Group

17

Obligated Group

18

Obligated Group

19

Obligated Group

20

Obligated Group

21

Obligated Group

22

Obligated Group

Account Number

Authorized Signers

OCH - Payroll

Bank Account Name

O'Connor Hospital

Company

Bank of America

Financial Institution

XXXXXX3007

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

OCH - Patient Trust

O'Connor Hospital

Bank of America

XXXXXX2662

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SLRH - Santa Clara Sale
Proceeds

St. Louise Regional Hospital

Bank of America

XXXXXX9563

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SLRH - Lockbox

St. Louise Regional Hospital

Bank of America

XXXXXX2926

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SLRH - Gross Revenue

St. Louise Regional Hospital

Bank of America

XXXXXX3905

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SLRH - AP

St. Louise Regional Hospital

Bank of America

XXXXXX6421

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SLRH - Payroll

St. Louise Regional Hospital

Bank of America

XXXXXX7575

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SFMC - Sale Proceeds

St. Francis Medical Center

Bank of America

XXXXXX0090

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SFMC - Lockbox

St. Francis Medical Center

Bank of America

XXXXXX2940

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SFMC - Gross Revenue

St. Francis Medical Center

Bank of America

XXXXXX3924

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SFMC - AP

St. Francis Medical Center

Bank of America

XXXXXX6407

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer
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Desc

Verity Health System
Debtor Bank Accounts
As of 06/30/19

Number

Group

23

Obligated Group

24

Obligated Group

25

Obligated Group

26

Obligated Group

27

Obligated Group

28

Obligated Group

29

Obligated Group

30

Obligated Group

31

Obligated Group

32

Obligated Group

33

Obligated Group

34

Obligated Group

Account Number

Authorized Signers

SFMC - Payroll

Bank Account Name

St. Francis Medical Center

Company

Bank of America

Financial Institution

XXXXXX3012

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SFMC - Cafeteria Deposits

St. Francis Medical Center

Bank of America

XXXXXX1057

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SFMC - Capitation
(AppleCare)

St. Francis Medical Center

Bank of America

XXXXXX1371

SFMC - Capitation (Conifer)

St. Francis Medical Center

Bank of America

XXXXXX1357

SFMC - Capitation AC

St. Francis Medical Center

Bank of America

XXXXXX1845

SFMC - Capitation HCLA

St. Francis Medical Center

Bank of America

XXXXXX1840

SFMC - Career College
SVMC - Sale Proceeds

St. Francis Medical Center
St. Vincent Medical Center

U S Bank
Bank of America

XXXXXX2162
XXXXXX0076

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer;
Eleanor Ramirez, SFMC CEO
Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer;
Eleanor Ramirez, SFMC CEO
Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer;
Eleanor Ramirez, SFMC CEO
Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer;
Eleanor Ramirez, SFMC CEO
Need to Update Signers
Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SVMC - Lockbox

St. Vincent Medical Center

Bank of America

XXXXXX2964

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SVMC - Gross Revenue

St. Vincent Medical Center

Bank of America

XXXXXX3929

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SVMC - AP

St. Vincent Medical Center

Bank of America

XXXXXX6426

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SVMC - Payroll

St. Vincent Medical Center

Bank of America

XXXXXX3017

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

46

(A)
(C)

Case 2:18-bk-20151-ER

Doc 2825 Filed 07/31/19 Entered 07/31/19 13:07:27
Main Document
Page 47 of 56

Desc

Verity Health System
Debtor Bank Accounts
As of 06/30/19

Number

35

Group

Account Number

Authorized Signers

SVMC - Capitation (CHP)

Bank Account Name

St. Vincent Medical Center

Company

Bank of America

Financial Institution

XXXXXX0553

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer,
Margaret Pfeiffer, SVMC COO

SVMC - Capitation (Conifer)

St. Vincent Medical Center

Bank of America

XXXXXX3695

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer,
Margaret Pfeiffer, SVMC COO

SVMC - Restricted Cash

St. Vincent Medical Center

Bank of America

XXXXX00989

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

(B)

SMC - Sale Proceeds

Seton Medical Center

Bank of America

XXXXXX0071

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

(C)

SMC - Lockbox

Seton Medical Center

Bank of America

XXXXXX2902

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SMC - Gross Revenue

Seton Medical Center

Bank of America

XXXXXX3887

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SMC - AP

Seton Medical Center

Bank of America

XXXXXX6365

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SMC - Payroll

Seton Medical Center

Bank of America

XXXXXX3001

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SMCC - Lockbox

Seton Medical Center

Bank of America

XXXXX02907

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SMCC - Gross Revenue

Seton Medical Center

Bank of America

XXXXXX3882

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

Obligated Group

36

Obligated Group

37

Obligated Group

38

Obligated Group

39

Obligated Group

40

Obligated Group

41

Obligated Group

42

Obligated Group

43

Obligated Group

44

Obligated Group
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Desc

Verity Health System
Debtor Bank Accounts
As of 06/30/19

Number

Group

45

Obligated Group

46

Obligated Group

47

Charitable
Foundation

48

Charitable
Foundation

49

Charitable
Foundation

50

Charitable
Foundation

51

Charitable
Foundation

52

Non-Obligated
Group

53

Charitable
Foundation

54

Charitable
Foundation

55

Non-Obligated
Group

56

Non-Obligated
Group

Bank Account Name

Company

Account Number

Authorized Signers

Bank of America

XXXXXX6384

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

Bank of America

XXXXX12907

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

O'Connor Hospital Foundation

Bank of America

XXXXXX3433

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

OCH Foundation - Investment O'Connor Hospital Foundation

Morgan Stanley

SLRH Foundation

St. Louise Regional Hospital
Foundation

Bank of America

XXXXXX2521

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

(B)

SFMC of Lynwood
Foundation

St. Francis Medical Center
Foundation

Bank of America

XXXXXX2809

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

(B)

SVMC Foundation

St. Vincent Medical Center
Foundation

Bank of America

XXXXXX3025

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

(B)

St. Vincent Dialysis Center

St. Vincent Dialysis Center

Bank of America

XXXXXX8921

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SMC Foundation

Seton Medical Center Foundation Bank of America

XXXXXX2260

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

(B)

SMC Foundation - SVCS

Healy, James T/U/A

Wells Fargo

XXXXX60089

Need to Update Signers

(A) (B)

VBS - AP

Verity Business Services

Bank of America

XXXXXX6402

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

VBS - Payroll

Verity Business Services

Bank of America

XXXXXX2982

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SMCC - AP

Seton Medical Center

SMCC - Patient Trust

Seton Medical Center

OCH Foundation

Financial Institution

XXXXX2-037

(B)

(B)

Ty Conner, Treasurer
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Desc

Verity Health System
Debtor Bank Accounts
As of 06/30/19

Number
57
58

Group
Physician
Foundation
Physician
Foundation

59

Non-Obligated
Group

60

Non-Obligated
Group

61

Non-Obligated
Group

62

Non-Obligated
Group

63

Non-Obligated
Group

Bank Account Name

Company

VMF - Checking

Verity Medical Foundation

VMF - Sale Proceeds

Verity Medical Foundation

De Paul Ventures - San Jose
Dialysis, LLC

De Paul Ventures - San Jose
Dialysis, LLC

VH - Santa Clara Sale
Proceeds

Financial Institution
Wells Fargo

Account Number

Authorized Signers

XXXXXX9996

Steve Campbell, CEO; Randall Roisman, CFO;
and Fariba Shahbazi, Tony Armada
Steve Campbell, CEO; Randall Roisman, CFO;
and Fariba Shahbazi, Tony Armada
Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

Bank of America

XXXXXX2810

Bank of America

XXXXXX2797

Verity Holdings LLC

Bank of America

XXXXXX9568

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

(C)

VH - Sale Proceeds

Verity Holdings LLC

Bank of America

XXXXXX0151

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

(C)

VH - AP

Verity Holdings LLC

Bank of America

XXXXXX1597

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

VH - MOB

Verity Holdings LLC

Bank of America

XXXXXX1248

Rich Adcock, CEO; Tony Armada, COO; Anita
Chou, CFO; and Ty Conner, Treasurer

SMCC - Patient Trust - TCB

Seton Medical Center

Tri Counties Bank

XXXXXX3611

Not applicable

OCH - FSA

O'Connor Hospital

Bank of America

XXXXXX2284

SLRH - FSA

St. Louise Regional Hospital

Bank of America

XXXXXX2307

SFMC - FSA

St. Francis Medical Center

Bank of America

XXXXXX2487

Bank Account Closed Since the Petition Date
64

Obligated Group

65

Obligated Group

66

Obligated Group

67

Obligated Group

Not applicable
Not applicable
Not applicable
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Verity Health System
Debtor Bank Accounts
As of 06/30/19

Number

Group

68

Obligated Group

69

Charitable
Foundation

70

Obligated Group

71

Obligated Group

72
73
74
75

Non-Obligated
Group
Non-Obligated
Group
Non-Obligated
Group
Physician
Foundation

Bank Account Name

Company

SVMC - FSA

St. Vincent Medical Center

SVMC Foundation - EWB

St. Vincent Medical Center
Foundation
Seton Medical Center

SMC - FSA
SMCC - FSA

Seton Medical Center

Financial Institution
Bank of America
EastWest Bank

Account Number
XXXXXX2062
XXXXXX1162

Bank of America

XXXXXX2289

Bank of America

XXXXXX2302

VBS - FSA

Verity Business Services

Bank of America

XXXXXX3192

VH - Operating

Verity Holdings LLC

Bank of America

XXXXXX1970

VH - Savings

Verity Holdings LLC

Bank of America

XXXXXX1975

VMF - Payroll ZBA

Verity Medical Foundation

Wells Fargo

XXXXXX0010

Authorized Signers
Not applicable
Not applicable
Not applicable
Not applicable
Not applicable
Not applicable
Not applicable
Not applicable

Bank Account Identified After the Petition Date (Closed 10/4/18)
76

SMC Foundation - TCB

Seton Medical Center Foundation

Tri Counties Bank

XXXXXX8521

Not applicable

(A) Authorized signors are to be updated to current signors on the other Debtor accounts.
(B) This bank account contains certain funds that are donor restricted or restricted per an asset purchase agreement, and therefore,
are not available for the Debtor's general operating activities. Please refer to the attached Restricted Funds schedule for additional restricted funds recorded by
the Debtors that are not included in this schedule of Debtor Bank Accounts as they are not part of the cash management program.
(C) The Final DIP Order provides that the Sale Proceeds, including any deposits, shall be held in escrow in one or more deposit accounts subject to a deposit
account control agreement in favor of the DIP Agent (the "Escrow Deposit Account"). Any funds held in the Escrow Deposit Account shall not be commingled
with any other funds of the selling Debtor, the Sale Proceeds of any other Debtor or otherwise.
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Desc

Verity Health System, Inc.
Restricted Funds Schedule
At May 31, 2019 and June 30, 2019
$ in 000's

No.
Debtor Name
1R Verity Health System of California

Institution Name
Type of Account
Wells Fargo
Checking (Restricted Funds)

Last
4 of
A/C
0300

2R

Verity Health System of California

Wells Fargo

Checking (Restricted Funds)

8703

21,063

3R

Verity Health System of California

Wells Fargo

Checking (Restricted Funds)

8803

813

4R

Verity Health System of California

Wells Fargo

Checking (Restricted Funds)

8903

896

6R

St. Vincent Foundation

Green Oak
Endowment Fund (Restricted Funds)
Consulting Group

a541a

3,141

7R

St. Vincent Medical Center

Northern Trust

Endowment Fund (Restricted Funds)

4098

1,785

8R

Seton Medical Center

Wilmington Trust

Checking - Restricted

7000

252

9R

Seton Medical Center

Wilmington Trust

Checking - Restricted

7001

250

10R Seton Medical Center

Wilmington Trust

Checking - Restricted

7002

-

11R Seton Medical Center

Wilmington Trust

Checking - Restricted

7003

16,824

12R Seton Medical Center

Wilmington Trust

Checking - Restricted

7004

-

13R Seton Medical Center

Wilmington Trust

Checking - Restricted

7005

-

14R Seton Medical Center

Wilmington Trust

Checking - Restricted

7006

-

15R Seton Medical Center

Wilmington Trust

Checking - Restricted

7007

-

16R Seton Medical Center

Wilmington Trust

Checking - Restricted

1000

142

17R Seton Medical Center

Wilmington Trust

Checking - Restricted

1001

-

18R Seton Medical Center

Wilmington Trust

Checking - Restricted

1002

-

5/31/2019
Balance
$
2,000

6/30/2019
Balance
Description of Restrictions
$
2,000 Escrow Account - funds held in trust under bond indenture;
only trustee can authorize disbursements
21,103 Debt Reserve Account - funds held in trust under bond
indenture; only trustee can authorize disbursements
814 Debt Reserve Account - funds held in trust under bond
indenture; only trustee can authorize disbursements
898 Debt Reserve Account - funds held in trust under bond
indenture; only trustee can authorize disbursements
3,274 Donor restricted funds controlled by third party; Debtor does
not control disbursements from this account
1,862 Donor restricted funds controlled by third party; Debtor does
not control disbursements from this account
252 Escrow Account - funds held in trust under bond indenture;
only trustee can authorize disbursements
250 Escrow Account - funds held in trust under bond indenture;
only trustee can authorize disbursements
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
16,852 Escrow Account - funds held in trust under bond indenture;
only trustee can authorize disbursements to pay for seismicrelated expenditures for Seton Medical Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
142 Escrow Account - funds held in trust under bond indenture;
only trustee can authorize disbursements to pay for seismicrelated expenditures for Seton Medical Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
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Verity Health System, Inc.
Restricted Funds Schedule
At May 31, 2019 and June 30, 2019
$ in 000's

No.
Debtor Name
19R Seton Medical Center

Institution Name
Type of Account
Wilmington Trust Checking - Restricted

Last
4 of
A/C
1003

20R Seton Medical Center

Wilmington Trust

Checking - Restricted

1004

-

21R Seton Medical Center

Wilmington Trust

Checking - Restricted

1005

-

22R Seton Medical Center

Wilmington Trust

Checking - Restricted

1006

-

23R Seton Medical Center

Wilmington Trust

Checking - Restricted

1007

-

5/31/2019
Balance
17,698

6/30/2019
Balance
Description of Restrictions
17,727 Escrow Account - funds held in trust under bond indenture;
only trustee can authorize disbursements to pay for seismicrelated expenditures for Seton Medical Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
- Escrow Account - only trustee can authorize disbursements
to pay for seismic-related expenditures for Seton Medical
Center.
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3-11
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12
13
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For the Quarter Ended June 30, 2018
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14
15
16
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19
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Consolidating Statement of Cash Flows
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21

Certification of Permitted Liens

22

VERITY HEALTH SYSTEM OF CALIFORNIA, INC.
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE TWELVE MONTHS ENDED
June 30, 2018

Verity Health System of California, Inc., a California nonprofit public benefit corporation (the
“Parent”) is the sole corporate member of five California nonprofit public benefit corporations that
operate five acute care hospitals and other facilities (collectively, the “Hospitals,” see list below)
in the state of California. The Parent and the following affiliated entities (collectively, “Verity”)
operate as a nonprofit health care system in the state of California, with approximately 1,680
licensed acute care and skilled nursing beds.
Verity consists of Parent* and the following:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

O’Connor Hospital*
Saint Louise Regional Hospital*
St. Francis Medical Center*
St. Vincent Medical Center*
Seton Medical Center (including its unincorporated division Seton Medical Center
Coastside)*
Verity Business Services
Marillac Insurance Company, Ltd.
O’Connor Hospital Foundation
Saint Louise Regional Hospital Foundation
St. Francis Medical Center Foundation
St. Vincent Medical Center Foundation
Seton Medical Center Foundation
St. Vincent de Paul Ethics Corporation
St. Vincent Dialysis Center
De Paul Ventures, LLC
Verity Medical Foundation
Verity Holdings, LLC
Verity BASM Holdco, LLC**

* Member of the Obligated Group, as defined in the Master Indenture of Trust, dated as of
December 1, 2001 (as previously amended and supplemented, the “Master Indenture”), among
the Parent, the other Initial Members (as defined therein) and U.S. Bank National Association.
** Verity redeemed its investment in Verity BASM Holdco, LLC subsequent to June 30, 2018
(See “Other Events”).
The financial information summarized herein represents consolidated financial information for
Verity, not financial information solely for the Obligated Group. This summarized financial
information includes the operations of all Obligated Group Members, as well as the results of
operations of other entities that are not Members of the Obligated Group. For the twelve months
ended June 30, 2018, the entities that are not Members of the Obligated Group had revenues and
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investment income totaling $117.9 million (after the elimination of $59.1 million of inter-company
revenues) representing 7.4% of Verity’s consolidated revenues and investment income. Additional
financial information pertaining to the entities that are not Members of the Obligated Group can
be found in the accompanying unaudited financial statements.
The financial information for the twelve months ended June 30, 2018 is unaudited but includes
adjustments which Verity management considers necessary to fairly present such information in
conformity with United States generally accepted accounting principles. Operating results for the
twelve months ended June 30, 2018 are not necessarily indicative of the results that may be
expected in future periods.

CONSUMMATION OF THE RESTRUCTURING AGREEMENT
On July 17, 2015, Daughters of Charity Ministry Services Corporation, the Parent, certain funds
managed by Blue Mountain Capital Management, LLC, and Integrity Healthcare, LLC entered
into a System Restructuring and Support Agreement (the “Restructuring Agreement”) to change
the governance of and recapitalize the Parent and certain of its subsidiaries. The name of the Parent
has been amended to be Verity Health System of California, Inc.
CALIFORNIA HOSPITAL FEE PROGRAM
California legislation established a program in 2009 that imposes a Quality Assurance Fee (the
“QA Fee”) on certain general acute-care hospitals to make supplemental, grant, and increased
capitation payments (the “Supplemental Payments”) to hospitals up to the aggregate upper
payment limit for various periods. There have been five such programs (collectively, the
“Programs”) since inception.
The Programs are designed to make supplemental inpatient and outpatient Medi-Cal payments to
private hospitals, including additional payments for certain facilities that provide high-acuity care
and trauma services to the Medi-Cal population. This hospital QA Fee program provides a
mechanism for increasing payments to hospitals that serve Medi-Cal patients, with no impact on
the state’s General Fund. Payments are made directly by the state or Medi-Cal managed care plans,
which will receive increased capitation rates from the state in amounts equal to the Supplemental
Payments. Outside of the legislation, the California Hospital Association has created a private
program, operated by the California Health Foundation and Trust (CHFT), which was established
to alleviate disparities potentially resulting from the implementation of the Programs.
The Programs require full federal approval (i.e., by the Centers for Medicare and Medicaid
Services (“CMS”)) in order for them to be fully enacted. If final federal approval is not ultimately
obtained, provisions in the underlying legislation allowed for the QA Fee, previously assessed,
and Supplemental Payments, previously received, to be returned and recouped, respectively.
In October 2013, the fourth program (the “36-Month Program”) covering the period from January
2014 to December 2016 was signed into law by the Governor of California. The fee-for-service
payments of the 36-Month Program were approved in December 2014 by CMS. The first six
months of non-expansion managed care payments were approved by CMS in June 2015. The first
six months of expansion managed care payments were approved by CMS in March 2016. On
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December 30, 2016, CMS approved the managed care payments spanning July 1, 2014 to
December 31, 2014 for the expansion population and July 1, 2014 to June 30, 2015 for the nonexpansion population. During April and May 2017, the managed care payments were received
covering the expansion population for the period of January 1, 2015 to June 30, 2015. During
October 2017, the managed care payments were received covering the period of July 1, 2015 to
June 30, 2016. The only remaining period of the 36-Month Program are the managed care
payments covering the period of July 2016 to December 2016 which has not been approved by
CMS at this time.
In December 2017, the fifth program (the “30-Month Program”) covering the period of January
2017 to June 2019 was enacted after the voters approved Proposition 52 in the November 2016
election amending the California Constitution to make the QA Fee program permanent. CMS
approved the fee for service (“FFS”) portion of the program in December 2017. The managed
care portion of the program has not been approved by CMS at this time.
For the twelve months ended June 30, 2017, Verity recognized payments to the California
Department of Health Care Services (the “DHCS”) for the QA Fee in the amount of $70.0 million
and pledge payments to the CHFT of $2.4 million within purchased services, medical claims and
other expenses. Verity recognized Supplemental Payment revenue for the twelve months ended
June 30, 2017 in the amount of $169.7 million within net patient service revenues. During the
twelve months ended June 30, 2017, Verity made fee payments to DHCS of $87.1 million and
received cash receipts of $185.4 million.
For the twelve months ended June 30, 2018, Verity recognized payments to DHCS for the QA Fee
in the amount of $127.1 million and pledge payments to CHFT of $3.5 million within purchased
services, medical claims and other expenses. Verity recognized Supplemental Payment revenue
for the twelve months ended June 30, 2018 in the amount of $298.9 million within net patient
service revenues. During the twelve months ended June 30, 2018, Verity made fee payments to
the DHCS of $88.9 million and received cash receipts of $272.2 million.
VOLUMES
Patient discharges for the twelve months ended June 30, 2018 increased by 2.9% as compared to
the same period of the prior year. Adjusted discharges for the twelve months ended June 30, 2018
increased by 3.4% compared to the same period of the prior year.
Total deliveries decreased by 11.2% during the twelve months ended June 30, 2018 as compared
to the same period of the prior year.
Inpatient surgeries for the twelve months ended June 30, 2018 increased 5.4% as compared to the
same period of the prior year. Outpatient surgeries for the twelve months ended June 30, 2018
increased 0.2% as compared to the same period of the prior year.
Emergency department visits for the twelve months ended June 30, 2018 decreased 2.0%
compared to the same period of the prior year.
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REVENUES
Net Patient Service Revenue Less Provision for Bad Debts
Net patient service revenue of $1,373.3 million for the twelve months ended June 30, 2018
represents a net increase of $106.1 million or 8.4% as compared to the same period of the prior
year. The net overall change in net patient service revenue was impacted by an increase of $129.2
million in Hospital Fee Program revenue. Net patient service revenue per adjusted discharge
(excluding premium revenue, other revenue, contributions and investment earnings) of $18,121
for the twelve months ended June 30, 2018 increased 4.8% as compared to the same period of the
prior year. This increase in net patient service revenue per adjusted discharge is primarily due to
the increase in the amount of Hospital Fee Program revenue recognized into income during the
twelve months ended June 30, 2018.
Premium Revenues, Other Revenues, and Contributions
Premium and other revenues of $197.9 million for the twelve months ended June 30, 2018
represents an increase of $51.3 million or 35.0% when compared to the same period of the prior
year. This increase is mainly attributable to a gain on sale of an asset within the non-Obligated
Group of $15.5 million, gains of $5.0 million associated with a settlement, and a $31.6 million
increase in premium revenues associated with additional capitation arrangements. Contributions
of $31.2 million during the twelve months ended June 30, 2018 decreased 52.5% as compared to
the same period of the prior year. The decrease in contributions is related to the release of the
restricted contribution as part of the consummation of the Restructuring Agreement which was
recognized in the same period of the prior year.
Investment Earnings
For the twelve months ended June 30, 2018, investment losses totaled $7.5 million compared to
losses of $2.6 million during the same period of the prior year. The investment losses in both the
current year and the prior year primarily resulted from other-than-temporary impairments of
certain surgery center equity-method investments and contingent losses associated with a
guarantee within the Non-Obligated Group. Verity redeemed its investments in these surgery
centers subsequent to June 30, 2018 (see “Other Events”).
Verity recorded investment income of $2.4 million and $2.3 million for the twelve months ended
June 30, 2018 and 2017, respectively, within the Obligated Group. Verity includes both realized
and unrealized gains/losses as part of investment income. Verity invests in cash, equity securities,
domestic and foreign, U.S. federal and corporate obligations.
EXPENSES
Total Operating Expenses
Total operating expenses of $1,713.8 million for the twelve months ended June 30, 2018 represents
an increase of $199.0 million or 13.1% as compared to the same period of the prior year. The
overall net change in operating expenses is due to an increase in salaries and benefits expense of
$73.8 million, an increase in supplies expense of $26.1 million, an increase of $95.6 million in
purchased services, medical claims and other expense and an increase of $8.8 million in interest
expense, net, partially offset by a decrease in depreciation expense of $2.3 million and a decrease
in goodwill and intangible asset impairment of $3.0 million. Total expense per adjusted discharge
of $22,614 for the twelve months ended June 30, 2018 represents an increase of 9.4% compared
to the same period of the prior year.
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Salaries, Wages, and Benefits
Salaries, wages and benefits (“SWB”) expense of $804.1 million for the twelve months ended June
30, 2018 increased $73.8 million or 10.1% as compared to the same period of the prior year. SWB
as a percent of net patient revenue (excluding premium revenue) for the twelve months ended June
30, 2018 was 58.6%, represents an increase of 1.6% compared to the same period of the prior year.
The overall increase was due to staffing for higher volumes, wage increases, and insourcing of
multiple functions across the system.
Supplies
Supplies expense of $198.5 million for the twelve months ended June 30, 2018 increased $26.1
million or 15.2% as compared to the prior year due to the increase in overall volumes. Supplies
expense as a percent of net patient revenue for the twelve months ended June 30, 2018 was 14.5%
compared to 13.6% for the twelve months ended June 30, 2017.
Purchased Services, Medical Claims and Other
Purchased services, medical claims and other expense for the twelve months ended June 30, 2018
of $634.5 million increased by $95.6 million or 17.8% as compared to the same period of the prior
year. The increase in purchased services, medical claims and other expense is primarily due to an
increase of $34.5 million in medical claims corresponding with the increase in capitation
arrangements, $57.1 million in the Hospital Fee Program expense, $17.6 million in medical fees
corresponding to an increase in volumes and expansion at Verity Medical Foundation, partially
offset by a decrease of $16.8 million in consulting and legal fees primarily resulting from
insourcing efforts.
Goodwill and Intangible Asset Impairment
Goodwill and intangible asset impairment of $7.2 million and $10.2 million for the twelve months
ended June 30, 2018 and 2017, respectively, is related to Verity’s controlling ownership interests
in its Northern California ambulatory surgery management company, Verity BASM Holdco, LLC,
(“BASM”). Verity redeemed its investment in BASM subsequent to June 30, 2018 (see “Other
Events”).
Depreciation Expense
Depreciation expense of $32.6 million for the twelve months ended June 30, 2018 is a decrease of
$2.3 million or 6.6% as compared to the same period of the prior year.
Interest Expense - Net
Interest expense of $36.9 million for the twelve months ended June 30, 2018 is an increase of $8.8
million as compared to the same period of the prior year as a result of the issuance of additional
debt and tax assessment borrowing.
Management Agreement Fee Activity
The management agreement fee expense for the twelve months ended June 30, 2018 is $60.3
million of which $40.2 million was deferred and $20.1 million was payable in cash.
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RESULTS FROM OPERATIONS
Operating Income / Loss
For the twelve months ended June 30, 2018, Verity recorded an operating loss of $111.4 million,
equating to a negative operating margin of 7.0%. This compares to an operating loss of $35.3
million and a negative operating margin of 2.4% for the same period of the prior year. The
operating performance for the twelve months ended June 30, 2018 included $171.8 million of net
income related to the Hospital Fee Program excluding the CHFT pledge.
Excess of Revenues Over Expenses (Net Income)
For the twelve months ended June 30, 2018, Verity recorded a net loss of $118.9 million, equating
to a negative net income margin of 7.5%. The net loss for the twelve months ended June 30, 2017
was $37.9 million, which equated to a negative net income margin of 2.6%.
Performance Relative to Budget
For the twelve months ended June 30, 2018, Verity’s actual operating performance compared to
budget was unfavorable by approximately $116.1 million. Total unrestricted revenues and other
support was unfavorable to budget by $115.0 million. Expenses were unfavorable to budget by
$1.1 million.
FINANCIAL POSITION
Liquidity
The following table summarizes Verity’s cash position:
AS OF
JUNE 30, 2018

Days Cash on Hand (DCOH)
($'s in 000s)
Operating Expenses

1

Cash & Equivalents, Balance Sheet

DCOH

$
2

1,631,478
68,534

15.3

1) As calculated for the trailing twelve months per Amendment No. 2 to the System Restructuring and Support Agreement.
2) Per available month-end financial statements at the time of calculation, including any unrestricted capital contribution funds.

Patient Accounts Receivable
Net patient accounts receivable of $239.7 million as of June 30, 2018 is a decrease of $6.0 million
or 2.5% when compared to March 31, 2018. Days in net patient accounts receivable decreased to
63.7 days as of June 30, 2018 versus 64.7 days as of March 31, 2018.
Capital Expenditures
Capital expenditures during the quarter ended June 30, 2018 for Members of the Obligated Group
total $20.5 million. However, two single capital expenditures exceeded $1 million; the System
Office expended approximately $6.8 million associated with the ongoing implementation of a new
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electronic health record system and Seton Medical Center expended approximately $2.2 million
for the Seismic Master Facility Plan.
Long-Term Debt

Series 2015 Notes. On December 14, 2015, the California Public Finance Authority issued an
aggregate of $160 million of 2015 Revenue Notes (Verity Health System) Series 2015A, B, C, and
D (collectively, the “2015 Notes”) for the benefit of the Parent. A portion of the proceeds of the
2015 Notes was used, together with other funds, to pay the principal of and accrued and unpaid
interest on prior bonds that matured on December 15, 2015. The 2015A, B, and D Notes are tax
exempt, and the Series 2015C Notes are taxable.
The 2015 Notes are secured by an Obligation (as defined in the Master Indenture) on parity with
other Obligations issued pursuant to the Master Indenture. In addition to their parity lien under the
Master Indenture, the 2015 Notes have additional lien rights on the Obligated Group’s accounts
receivable and in certain properties owned by St. Francis Medical Center and Saint Louise
Regional Hospital.
In September 2017, the California Public Finance Authority issued $21 million of tax-exempt
notes (the “2017A Notes”) for the benefit of the Parent. All of the 2017A Notes were purchased
by NantWorks, LLC (“Nant”), the owner of a majority stake in VHS’s management company,
Integrity Healthcare LLC. The 2017A Notes are secured by an Obligation (as defined in the Master
Indenture) on parity with other Obligations issued pursuant to the Master Indenture. In addition
to their parity lien under the Master Indenture, the 2017A Notes have additional lien rights on the
Obligated Group’s accounts receivable and in certain properties owned by St Francis Medical
Center and Saint Louise Regional Hospital, all on parity with the 2015 Notes. Further, the 2017A
Notes have a lien on property owned by a non-Obligated Group Member. The 2017A Notes bear
interest at 7.25% and the principal is due at the maturity date in December 2020.
In October 2017, Verity MOB Financing, LLC, an affiliate of Nant, made a loan in the amount of
$46.2 million to Verity Holdings, LLC (“Holdings”), which is an affiliated entity of VHS;
however, it is not a Member of the Obligated Group. The loan is secured by four medical office
buildings and matures in October 2020 subject to two successive twelve month extensions. The
loan bears interest at a variable rate tied to One Month Libor.
In December 2017, the California Public Finance Authority issued $21 million of tax-exempt notes
(the “2017B Notes” together with the 2017A Notes; collectively the “2017 Notes”) for the benefit
of the Parent. All of the 2017B Notes were purchased by Nant. The 2017B Notes are secured by
an Obligation (as defined in the Master Indenture) on parity with other Obligations issued pursuant
to the Master Indenture. In addition to their parity lien under the Master Indenture, the 2017B
Notes have additional lien rights on the Obligated Group’s accounts receivable and in certain
properties owned by St Francis Medical Center and Saint Louise Regional Hospital, all on parity
with the 2015 Notes. Further, the 2017B Notes have a lien on property owned by a non-Obligated
Group Member. The 2017B Notes bear interest at 7.25% and the principal is due at the maturity
date in December 2020.
In March 2018, Nant Capital, LLC an affiliate of Nant, made two loans in the aggregate amount
of $40 million to Holdings. The loans are unsecured, mature in March 2020, and bear a fixed
interest rate of 7.25%.
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In June 2018, Verity MOB Financing II, LLC, an affiliate of Nant, made a loan in the amount of
$20 million to Holdings, which was drawn down in two tranches. The initial loan disbursement
of $15 million was drawn in June 2018 and the second loan disbursement of $5 million was drawn
in July 2018. The loan is secured by nine parcels including two medical office buildings, a storage
facility and various other parcels. The loan matures in June 2021 and bears interest at a variable
rate tied to One Month Libor.
Total long-term debt, including the current portion as of June 30, 2018 was $500.6 million for the
Obligated Group. Total long-term debt, including the current portion as of March 31, 2018 was
$502.0 million for the Obligated Group.
Annual Debt Service Coverage Ratio
Verity reports the annual debt service coverage ratio for fiscal year to date June 30, 2018 using
Annual Debt Service Coverage Ratio methodology and annualized Income Available for Debt
Service excluding the 15% Basket Indebtedness.

VHS Obligated Group Only
Annual Debt Service Coverage Ratio (DSCR)
(Deficit) Excess of Revenues over Expenses
Plus: Depreciation and Amortization
Plus: Interest
Plus: Unrealized (Gains) Losses
Plus: Management Agreement Fees Deferral
Income Available for Debt Service

($’s in 000’s)
FYTD 6/30/18
$
(72,770)
29,619
32,919
(2,033)
40,188
$
27,923

Debt Service Requirement *
Interest Payment
Principal Payment

$
$

15,097
6,740
21,837

Annual Debt Service Coverage Ratio

1.28

* Represents Debt Service Requirement calculated pursuant to Schedule C
of the Amended and Restated Supplemental Master Indenture Number 20

OTHER EVENTS
In July 2018, Verity announced it is exploring strategic options to alleviate financial and
operational pressures on its five acute care hospitals and other facilities. At this time, a range of
options is being considered, including the potential sale of some or all of its hospitals and medical
buildings, among other possible transactions.
Also, in a series of transactions completed in August 2018, Verity Holdings, LLC, which is not a
Member of the Obligated Group, redeemed its controlling interest in its Northern California
ambulatory surgery management company, BASM, and its non-controlling ownership interest in
five surgery centers managed by BASM.
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Management Changes of Members of the Obligated Group for the period
Appointments:
Eileen Fisler, CFO, St. Vincent Medical Center
James Jackson, COO, Seton Medical Center
Kyle Wichelmann, CFO, Seton Medical Center

Resignations:
Glenn Marshak, CMO, Verity Health System
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VERITY HEALTH SYSTEM
BALANCE SHEET - UNAUDITED
AS OF JUNE 30, 2018
(In thousands)
NONOBLIGATED
GROUP

OBLIGATED
GROUP
ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Net patient accounts receivable
Due from government agencies
Due from related organizations
Other current assets
Other restricted assets
Total current assets

$

42,960
229,282
11,615
48,478
108,279
-

$

25,574
10,430
114,502
18,202
2,159

ELIMINATIONS

$

Verity Total

(162,980)
(5,581)
-

$

68,534
239,712
11,615
120,900
2,159

440,614

170,867

(168,561)

442,920

ASSETS LIMITED AS TO USE:
Other investments
Under bond indenture agreements

3,069
61,280

54,029
-

-

57,098
61,280

Total assets limited as to use

64,349

54,029

-

118,378

248,584

29,644

-

278,228

4,242

3,832

(984)

7,090

TOTAL ASSETS

757,789

258,372

(169,545)

846,616

LIABILITIES AND NET (DEFICIT) ASSETS
CURRENT LIABILITIES:
Accounts payable
Current portion of long-term debt, net of debt issuance costs
Due to government agencies
Accrued expenses and other current liabilities
Due to related organizations

58,760
166,675
4,186
291,465
114,502

6,156
116
38,338
48,478

(6,546)
(162,980)

64,916
166,791
4,186
323,257
-

Total current liabilities

635,588

93,088

(169,526)

559,150

OTHER LIABILITIES
Pension and other long-term liabilities

232,110

46,703

(19)

278,794

OTHER LIABILITIES

232,110

46,703

(19)

278,794

LONG-TERM DEBT, Net of current portion and debt issuance costs

333,880

106,146

-

440,026

Total liabilities

1,201,578

245,937

(169,545)

1,277,970

NET (DEFICIT) ASSETS:
Unrestricted - Verity Health System
Unrestricted - Noncontrolling
Temporarily restricted
Permanently restricted

(447,182)
621
2,772

(6,586)
(986)
14,531
5,476

-

(453,768)
(986)
15,152
8,248

Total net (deficit) assets

(443,789)

12,435

-

(431,354)

PROPERTY AND EQUIPMENT, Net
OTHER LONG-TERM ASSETS

TOTAL LIABILITIES AND NET (DEFICIT) ASSETS

757,789

258,372

(169,545)

846,616
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VERITY HEALTH SYSTEM
BALANCE SHEET - UNAUDITED
AS OF MARCH 31, 2018
(In thousands)
NONOBLIGATED
GROUP

OBLIGATED
GROUP
ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Net patient accounts receivable
Due from government agencies
Due from related organizations
Other current assets
Total current assets

$

30,121
238,606
14,154
44,900
158,830

$

25,865
7,156
105,222
14,073

ELIMINATIONS

$

Verity Total

(150,122)
(1,476)

$

55,986
245,762
14,154
171,427

486,611

152,316

(151,598)

487,329

ASSETS LIMITED AS TO USE:
Other investments
Under bond indenture agreements

3,113
61,210

57,081
-

-

60,194
61,210

Total assets limited as to use

64,323

57,081

-

121,404

229,815

28,703

-

258,518

3,685

18,170

(569)

21,286

TOTAL ASSETS

784,434

256,270

(152,167)

888,537

LIABILITIES AND NET (DEFICIT) ASSETS
CURRENT LIABILITIES:
Accounts payable
Current portion of long-term debt, net of debt issuance costs
Due to government agencies
Accrued expenses and other current liabilities
Due to related organizations

51,987
6,510
3,753
300,818
105,222

3,114
5,116
30,832
44,900

(2,026)
(150,122)

55,101
11,626
3,753
329,624
-

Total current liabilities

468,290

83,962

(152,148)

400,104

OTHER LIABILITIES
Pension and other long-term liabilities

258,800

38,471

(19)

297,252

OTHER LIABILITIES

258,800

38,471

(19)

297,252

LONG-TERM DEBT, Net of current portion and debt issuance costs

495,528

85,616

-

581,144

Total liabilities

1,222,618

208,049

(152,167)

1,278,500

NET (DEFICIT) ASSETS:
Unrestricted - Verity Health System
Unrestricted - Noncontrolling
Temporarily restricted
Permanently restricted

(441,632)
631
2,817

29,864
1,692
11,188
5,477

-

(411,768)
1,692
11,819
8,294

Total net (deficit) assets

(438,184)

-

(389,963)

PROPERTY AND EQUIPMENT, Net
OTHER LONG-TERM ASSETS

TOTAL LIABILITIES AND NET (DEFICIT) ASSETS

784,434

48,221
256,270

(152,167)

888,537
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VERITY HEALTH SYSTEM
STATEMENT OF OPERATIONS AND CHANGES IN NET ASSETS - UNAUDITED
FOR THE TWELVE MONTHS ENDED JUNE 30, 2018
(In thousands)
NONOBLIGATED
GROUP

OBLIGATED
GROUP
UNRESTRICTED REVENUES AND OTHER SUPPORT:
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less provision for doubtful accounts
Premium revenue
Other revenue
Contributions
Total unrestricted revenues and other support
EXPENSES:
Salaries and benefits
Supplies
Purchased services, medical claims and other
Goodwill and intangible asset impairment
Depreciation and amortization
Interest, net
Total expenses
OPERATING LOSS
INVESTMENT INCOME (LOSS)
(DEFICIT) EXCESS OF REVENUES OVER EXPENSES
LESS (DEFICIT) EXCESS OF REVENUES OVER EXPENSES
ATTRIBUTABLE TO NONCONTROLLING INTEREST
(DEFICIT) EXCESS OF REVENUES OVER EXPENSES, NET OF
NONCONTROLLING INTEREST
Net unrealized (loss) gains on investments
Net assets released from restrictions used for purchase of property and
equipment
Change in funded status of pension and other postretirement benefit plans
Other
INCREASE (DECREASE) IN UNRESTRICTED NET ASSETS
TEMPORARILY RESTRICTED NET ASSETS
Contributions
Net realized and unrealized gains (losses) on investments
Net assets released from restrictions:
Operations
Property, plant and equipment
Other
INCREASE (DECREASE) IN TEMPORARILY RESTRICTED NET ASSETS
PERMANENTLY RESTRICTED NET ASSETS
Net realized and unrealized gains (losses) on investments
INCREASE (DECREASE) IN PERMANENTLY RESTRICTED NET ASSETS
INCREASE (DECREASE) IN NET ASSETS

$

1,374,876
(57,686)
1,317,190
131,000
20,647
5,797
1,474,634

747,236
179,210
560,802
29,619
32,919
1,549,786

$

ELIMINATIONS

57,832
(1,016)
56,816
20,915
83,710
25,447
186,888

63,162
19,306
126,451
7,218
3,005
3,968
223,110

$

Verity Total

(695)
(695)
(58,373)
(59,068)

(6,314)
(52,754)
(59,068)

$

1,432,013
(58,702)
1,373,311
151,915
45,984
31,244
1,602,454

804,084
198,516
634,499
7,218
32,624
36,887
1,713,828

(75,152)

(36,222)

-

(111,374)

2,382

(9,927)

-

(7,545)

(72,770)

(46,149)

-

(118,919)

(3,352)

-

(3,352)

(72,770)

(42,797)

-

(115,567)

-

-

-

870
19,304
(14,477)
(67,073)

-

-

-

870

14,246
(31,903)

-

19,304
(231)
(98,976)

132
-

10,017
(19)

-

10,149
(19)

(86)
-

(6,883)
(870)
(583)

-

(6,969)
(870)
(583)

46

1,662

-

1,708

29

17

-

46

29

17

-

46

(66,998)

(30,224)

-

(97,222)

NET (DEFICIT) ASSETS AS OF JUNE 30, 2017

(376,791)

42,659

-

(334,132)

NET (DEFICIT) ASSETS AS OF JUNE 30, 2018

(443,789)

12,435

-

(431,354)
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VERITY HEALTH SYSTEM
STATEMENT OF OPERATIONS AND CHANGES IN NET ASSETS - UNAUDITED
FOR THE QUARTER ENDED JUNE 30, 2018
(In thousands)
NONOBLIGATED
GROUP

OBLIGATED
GROUP
UNRESTRICTED REVENUES AND OTHER SUPPORT:
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less provision for doubtful accounts
Premium revenue
Other revenue
Contributions
Total unrestricted revenues and other support

$

324,129
(5,206)
318,923
32,576
3,589
1,105
356,193

$

ELIMINATIONS

15,068
(303)
14,765
4,990
22,566
1,387
43,708

$

Verity Total

(695)
(695)
(20,090)
(20,785)

$

338,502
(5,509)
332,993
37,566
6,065
2,492
379,116

EXPENSES:
Salaries and benefits
Supplies
Purchased services, medical claims and other
Goodwill and intangible asset impairment
Depreciation and amortization
Interest, net
Total expenses

180,910
44,429
139,433
7,700
8,508
380,980

17,316
5,878
41,393
7,218
912
1,745
74,462

OPERATING INCOME (LOSS)

(24,787)

(30,754)

-

(55,541)

INVESTMENT INCOME (LOSS)

1,000

(9,439)

-

(8,439)

(23,787)

(40,193)

-

(63,980)

(2,678)

-

(2,678)

(23,787)

(37,515)

-

(61,302)

-

(3)

(DEFICIT) EXCESS OF REVENUES OVER EXPENSES
LESS (DEFICIT) EXCESS OF REVENUES OVER EXPENSES
ATTRIBUTABLE TO NONCONTROLLING INTEREST
(DEFICIT) EXCESS OF REVENUES OVER EXPENSES, NET OF
NONCONTROLLING INTEREST
Net unrealized gains (losses) on investments
Net assets released from restrictions used for purchase of property and
equipment
Change in funded status of pension and other postretirement benefit plans
Other
INCREASE (DECREASE) IN UNRESTRICTED NET ASSETS
TEMPORARILY RESTRICTED NET ASSETS
Contributions
Net realized and unrealized gains (losses) on investments
Net assets released from restrictions:
Operations
Property, plant and equipment
Other
INCREASE (DECREASE) IN TEMPORARILY RESTRICTED NET ASSETS
PERMANENTLY RESTRICTED NET ASSETS
Net realized and unrealized gains (losses) on investments
INCREASE (DECREASE) IN PERMANENTLY RESTRICTED NET ASSETS
INCREASE (DECREASE) IN NET ASSETS

-

87
19,304
(1,154)
(5,550)

-

(2,099)
(18,686)
(20,785)

196,127
50,307
162,140
7,218
8,612
10,253
434,657

(3)

-

87

1,068
(39,128)

-

19,304
(86)
(44,678)

7,694
(49)

-

7,694
(49)

(10)
-

(2,891)
(87)
(1,324)

-

(2,901)
(87)
(1,324)

(10)

3,343

-

3,333

-

(45)

(1)

-

(46)

(45)

(1)

-

(46)

(5,605)

(35,786)

-

(41,391)

NET ASSETS AS OF MARCH 31, 2018

(438,184)

48,221

-

(389,963)

NET ASSETS AS OF JUNE 30, 2018

(443,789)

12,435

-

(431,354)
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VERITY HEALTH SYSTEM
STATEMENT OF OPERATIONS AND CHANGES IN NET ASSETS - UNAUDITED
FOR THE TWELVE MONTHS ENDED JUNE 30, 2017
(In thousands)
NONOBLIGATED
GROUP

OBLIGATED
GROUP
UNRESTRICTED REVENUES AND OTHER SUPPORT:
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less provision for doubtful accounts
Premium revenue
Other revenue
Contributions
Total unrestricted revenues and other support
EXPENSES:
Salaries and benefits
Supplies
Purchased services, medical claims and other
Goodwill and intangible asset impairment
Depreciation and amortization
Interest, net
Total expenses

$

1,269,567
(33,318)
1,236,249
98,607
12,647
4,288
1,351,791

703,146
166,520
479,996
32,123
27,641
1,409,426

$

ELIMINATIONS

31,438
(452)
30,986
21,686
45,294
61,429
159,395

35,575
5,872
82,070
10,232
2,795
493
137,037

$

(31,637)
(31,637)

(8,422)
(23,215)
(31,637)

Verity Total

$

1,301,005
(33,770)
1,267,235
120,293
26,304
65,717
1,479,549

730,299
172,392
538,851
10,232
34,918
28,134
1,514,826

OPERATING (LOSS) INCOME

(57,635)

22,358

-

(35,277)

INVESTMENT INCOME (LOSS)

2,303

(4,876)

-

(2,573)

(55,332)

17,482

-

(37,850)

(5,087)

-

(5,087)

(55,332)

22,569

-

(32,763)

-

5

-

-

-

(DEFICIT) EXCESS OF REVENUES OVER EXPENSES
LESS (DEFICIT) EXCESS OF REVENUES OVER EXPENSES
ATTRIBUTABLE TO NONCONTROLLING INTEREST
(DEFICIT) EXCESS OF REVENUES OVER EXPENSES, NET OF
NONCONTROLLING INTEREST
Net unrealized gains on investments
Net assets released from restrictions used for purchase of property and
equipment
Change in funded status of pension and other postretirement benefit plans
Other
INCREASE (DECREASE) IN UNRESTRICTED NET ASSETS

-

610

610

(18,427)
(940)

-

7,667
7,785
(21,783)

39
-

5,270
173

-

5,309
173

(137)
-

(64,414)
(610)
(207)

-

(64,551)
(610)
(207)

(98)

(59,788)

-

(59,886)

72

(7)

-

65

72

(7)

-

65

(20,869)

(60,735)

-

(81,604)

NET (DEFICIT) ASSETS AS OF JUNE 30, 2016

(355,922)

103,394

-

(252,528)

NET (DEFICIT) ASSETS AS OF JUNE 30, 2017

(376,791)

42,659

-

(334,132)

TEMPORARILY RESTRICTED NET ASSETS
Contributions
Net realized and unrealized gains on investments
Net assets released from restrictions:
Operations
Property, plant and equipment
Other
INCREASE (DECREASE) IN TEMPORARILY RESTRICTED NET ASSETS
PERMANENTLY RESTRICTED NET ASSETS
Net realized and unrealized gains (losses) on investments
INCREASE (DECREASE) IN PERMANENTLY RESTRICTED NET ASSETS
INCREASE (DECREASE) IN NET ASSETS

7,667
26,212
(20,843)

5
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VERITY HEALTH SYSTEM
STATEMENT OF CASH FLOWS - UNAUDITED
FOR THE TWELVE MONTHS ENDED JUNE 30, 2018
(In thousands)
NONOBLIGATED
GROUP

OBLIGATED
GROUP
Operating activities
Increase (Decrease) in net assets
Adjustments to reconcile increase (decrease) in net assets
to net cash provided by (used in) operating activities:
Depreciation and amortization
Provision for doubtful accounts
Changes in fair value and unrealized and realized gains (losses) on
investments, net
Amortization of bond premium
Amortization of deferred debt issuance cost
Change in funded status of pension and other postretirement benefit plans

$

(66,998)

$

ELIMINATIONS

(30,224)

$

-

Verity Total

$

(97,222)

29,619
57,686

3,005
1,016

-

32,624
58,702

-

779

-

779

845
172

-

-

845
172

(19,347)
(8)

7,218
(15,481)

(56,327)
3,209
(32,275)
(2,907)
(18,575)
150,404
166,638
(768)
(40,705)
(166,160)
4,503

(6,321)
(96,350)
15,420
(166)
17,326
115
160
6,129
(97,374)

2,182
2,213
(50,681)
(46,286)

(4,948)
(2,801)
17,784
5,391
(493)
1,074
(3,986)
12,021

-

(4,948)
(2,801)
17,784
7,573
(493)
1,074
2,213
(54,667)
(34,265)

CASH FLOWS FROM FINANCING ACTIVITIES
Repayment of debt
Issuance of debt
Debt issuance costs
Net cash provided by (used in) financing activities

(6,554)
42,000
(800)
34,646

(5,952)
107,279
(950)
100,377

-

(12,506)
149,279
(1,750)
135,023

Net Increase (Decrease) in Cash and Cash Equivalents

(7,137)

15,024

-

7,887

CASH AND CASH EQUIVALENTS JUNE 30, 2017

50,097

10,550

-

60,647

CASH AND CASH EQUIVALENTS AS OF JUNE 30, 2018

42,960

25,574

-

68,534

Goodwill and intangible asset impairment
Gain on disposal of property and equipment
Changes in operating assets and liabilities:
Patient accounts receivable
Due to/from government agencies
Other current assets
Other long-term assets
Accounts payable
Accrued liabilities
Other short-term liabilities
Workers’ compensation Change
Change in Pension obligations
Other long-term liabilities
Net cash provided by (used in) operating activities
Investing activities
Purchases of investments
Purchase of asset for health-related activity
Proceeds from disposal of property and equipment
Proceeds from sales of investments
Changes in interest in pooled investment fund - short term
Changes in loans and receivables
Changes in assets under bond indenture agreements
Additions to property and equipment
Net cash provided by (used in) investing activities

97,881
728
(98,599)
(10)
-

(19,347)
7,218
(15,489)
(62,648)
3,209
(30,744)
13,241
(18,741)
69,131
166,753
(608)
(40,705)
(160,041)
(92,871)
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VERITY HEALTH SYSTEM
UTILIZATION STATISTICS, PAYOR MIX, AND CAPITAL EXPENDITURES - UNAUDITED
FOR THE TWELVE MONTHS ENDED JUNE 30, 2018 AND JUNE 30, 2017
O'Connor
Hospital
FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2017
Total Licensed Beds
Total Available Beds
Total Discharges
Total Patient Days
Acute Licensed Beds
Acute Available Beds
Acute Discharges
Acute Patient Days
Acute Average Length of Stay
Adjusted Discharges
Adjusted Patient Days
ADC
ALOS
Surgery OP
Surgery IP
Newborn Days
OP ED Visits
OP & Clinic Visits excluding ED OP
Clinical Visits
CMI - Total
FTEs Paid
FTEs Prod

358
357
9,652
44,282
334
333
9,615
36,343
3.78
14,835
68,059
121
4.6
2,544
1,897
3,491
46,087
80,508
80,508
1.42
1,020
865

Saint Louise Regional
Hospital

FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2018
358
357
9,387
45,046
334
333
9,357
36,587
3.91
14,570
69,916
123
4.8
2,350
1,961
3,240
45,627
74,566
41,696
1.49
999
836

FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2017
93
72
2,703
9,280
72
72
2,703
9,280
3.43
5,689
19,532
25
3.4
2,088
684
704
26,431
26,170
26,170
1.18
314
264

FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2018
93
72
3,023
10,948
72
72
3,023
10,948
3.62
5,979
21,653
30
3.6
1,532
762
656
27,038
23,984
23,984
1.17
324
270

St. Francis
Medical Center
FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2017
384
384
21,049
103,599
314
314
18,653
82,854
4.44
29,197
143,702
284
4.9
2,310
3,112
10,344
64,480
76,138
1.18
1,599
1,399

FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2018
384
384
22,687
105,438
314
314
20,019
86,406
4.32
31,646
147,074
289
4.6
2,774
3,347
9,914
61,831
76,039
1.22
1,660
1,456

St. Vincent
Medical Center
FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2017
366
366
11,088
64,539
320
320
10,102
50,965
5.05
15,205
88,500
177
5.8
3,186
2,651
23,231
51,875
1.73
883
753

FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2018
366
366
11,289
65,289
320
320
10,378
53,098
5.12
15,433
89,254
179
5.8
3,322
2,941
22,684
50,864
1.66
945
808

Seton
Medical Center
FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2017
357
294
5,695
45,242
250
250
5,668
30,269
5.34
8,231
65,390
124
7.9
2,721
1,267
23,478
93,720
93,720
1.81
830
706

FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2018
357
294
5,283
44,359
250
250
5,151
26,955
5.23
8,073
67,782
122
8.4
2,900
1,116
22,894
99,162
99,162
1.80
849
710

Seton Medical Center
Coastside
FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2017
121
121
121
39,889
5
5
142
46,743
109
329.7
2,635
3,071
3,071
1.40
130
114

FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2018
121
121
76
41,503
5
5
88
47,813
114
546.1
2,631
5,394
5,394
1.41
135
120

Verity Total
FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2017

FOR THE
TWELVE
MONTHS
ENDED
JUNE 30,
2018

1,679
1,594
50,308
306,831
1,295
1,294
46,741
209,711
4.49
73,298
431,927
841
6.1
12,849
9,611
14,539
186,342
331,482
203,469

1,679
1,594
51,745
312,583
1,295
1,294
47,928
213,994
4.46
75,787
443,492
856
6.0
12,878
10,127
13,810
182,705
330,009
170,236

4,776
4,100

4,913
4,201

Payor Mix
Medicare
Medi-Cal
HMO/PPO
Self-Pay
Other
Total

32.8%
31.7%
30.4%
4.0%
1.1%
100.0%

Inpatient
Outpatient
Total

68.5%
31.5%
100.0%

Capital Expenditures

Verity - System Office
FOR THE THREE MONTHS ENDED
JUNE 30, 2018
$9,488,947

O'Connor
Hospital
FOR THE THREE
MONTHS ENDED
JUNE 30, 2018
$2,220,404

Saint Louise Regional
Hospital
FOR THE THREE
MONTHS ENDED
JUNE 30, 2018
$248,037

St. Francis
Medical Center
FOR THE THREE
MONTHS ENDED
JUNE 30, 2018
$2,148,170

St. Vincent
Medical Center
FOR THE THREE
MONTHS ENDED
JUNE 30, 2018
$2,219,405

Seton
Medical Center
FOR THE THREE
MONTHS ENDED
JUNE 30, 2018
$4,090,075

Seton Medical Center
Coastside
FOR THE THREE
MONTHS ENDED
JUNE 30, 2018
$66,809

Verity Total
FOR THE THREE
MONTHS ENDED
JUNE 30, 2018
$20,481,847
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VERITY HEALTH SYSTEM
CONSOLIDATING BALANCE SHEET - UNAUDITED
AS OF JUNE 30, 2018
(In thousands)

Saint Louise
Regional
Hospital

O'Connor
Hospital
ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Net patient accounts receivable
Due from government agencies
Due from related organizations
Other current assets
Other restricted assets
Total current assets
ASSETS LIMITED AS TO USE:
Other investments
Under bond indenture agreements
Total assets limited as to use
PROPERTY AND EQUIPMENT, Net
OTHER LONG-TERM ASSETS
TOTAL ASSETS
LIABILITIES AND NET (DEFICIT) ASSETS
CURRENT LIABILITIES:
Accounts payable
Current portion of long-term debt, net of debt issuance costs
Due to government agencies
Accrued expenses and other current liabilities
Due to related organizations
Total current liabilities

$

7,209 $
54,022
879
10,928
17,506
90,544

St. Francis
Medical
Center

4,815 $
17,633
1,030
5,233
5,817
34,528

St. Vincent
Medical
Center

17,967 $
65,285
4,513
364,863
45,653
498,281

2,206 $
38,635
3,709
7,953
16,412
68,915

Seton
Medical
Center

9,142 $
49,142
1,484
17,682
9,776
87,226

Seton
Medical
Center
Coastside

System
Office

887 $
4,565
48
295
5,795

System
Elimination Obligated
Group

734 $
508,081
12,820
521,635

-

Obligated
Group
Subtotal

$

(866,310)
(866,310)

42,960 $
229,282
11,615
48,478
108,279
440,614

NonObligated
Group

System
Elimination Non Obligated
Group

25,574 $
10,430
114,502
18,202
2,159
170,867

-

Verity Total

(162,980)
(5,581)
(168,561)

$

68,534
239,712
11,615
120,900
2,159
442,920

-

-

-

3,069
3,069

36,585
36,585

-

24,695
24,695

-

3,069
61,280
64,349

54,029
54,029

-

57,098
61,280
118,378

29,176

14,170

91,184

47,125

42,506

684

23,739

-

248,584

29,644

-

278,228

626

7

256

13

261

-

3,079

-

4,242

3,832

(984)

7,090

120,346

48,705

589,721

119,122

166,578

6,479

573,148

(866,310)

757,789

258,372

(169,545)

846,616

11,168
774
161
24,035
278,884
315,022

2,972
469
2
7,529
77,857
88,829

7,886
4,076
2,039
56,521
1,324
71,846

13,432
867
1,728
42,289
261,718
320,034

8,704
1,241
256
46,248
168,778
225,227

168
2,427
23,513
26,108

14,430
159,248
112,416
168,738
454,832

(866,310)
(866,310)

58,760
166,675
4,186
291,465
114,502
635,588

6,156
116
38,338
48,478
93,088

(6,546)
(162,980)
(169,526)

64,916
166,791
4,186
323,257
559,150

OTHER LIABILITIES
Pension and other long-term liabilities
Total other liabilities

41,157
41,157

4,512
4,512

78,127
78,127

58,923
58,923

2,494
2,494

24
24

46,873
46,873

-

232,110
232,110

46,703
46,703

(19)
(19)

278,794
278,794

LONG-TERM DEBT, Net of current portion
and debt issuance costs

47,636

28,854

64,108

53,325

96,805

-

43,152

-

333,880

106,146

-

440,026

403,815

122,195

214,081

432,282

324,526

26,132

544,857

(866,310)

1,201,578

245,937

(169,545)

1,277,970

(283,469)
(283,469)
120,346

(73,490)
(73,490)
48,705

375,542
98
375,640
589,721

(316,455)
523
2,772
(313,160)
119,122

(157,948)
(157,948)
166,578

(19,653)
(19,653)
6,479

28,291
28,291
573,148

(866,310)

(447,182)
621
2,772
(443,789)
757,789

(6,586)
(986)
14,531
5,476
12,435
258,372

(169,545)

(453,768)
(986)
15,152
8,248
(431,354)
846,616

Total liabilities
NET (DEFICIT) ASSETS:
Unrestricted - Verity Health System
Unrestricted - Noncontrolling
Temporarily restricted
Permanently restricted
Total net (deficit) assets
TOTAL LIABILITIES AND NET (DEFICIT) ASSETS
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VERITY HEALTH SYSTEM
STATEMENT OF OPERATIONS - UNAUDITED
FOR THE TWELVE MONTHS ENDED JUNE 30, 2018
(In thousands)

Saint Louise
Regional
Hospital

O'Connor
Hospital

UNRESTRICTED REVENUES AND OTHER SUPPORT:
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less provision for doubtful accounts
Premium revenue
Other revenue
Contributions
Total unrestricted revenues and other support

$

307,193 $
(11,051)
296,142
4,205
200
300,547

St. Francis
Medical
Center

102,343 $
(3,741)
98,602
207
40
98,849

St. Vincent
Medical
Center

496,142 $
(23,483)
472,659
100,579
1,700
4,184
579,122

Seton
Medical
Center
Coastside

Seton
Medical
Center

216,593 $
(12,283)
204,310
31,091
1,213
1,021
237,635

238,621 $
(6,512)
232,109
7,743
352
240,204

System
Elimination Obligated
Group

System
Office

22,686 $
(616)
22,070
579
22,649

-

$

Obligated
Group
Subtotal

NonObligated
Group

System
Elimination Non Obligated
Group

Verity Total

177,687
177,687

(8,702) $ 1,374,876 $
(57,686)
(8,702)
1,317,190
(670)
131,000
(172,687)
20,647
5,797
(182,059)
1,474,634

57,832 $
(1,016)
56,816
20,915
83,710
25,447
186,888

(695) $ 1,432,013
(58,702)
(695)
1,373,311
151,915
(58,373)
45,984
31,244
(59,068)
1,602,454

EXPENSES:
Salaries and benefits
Supplies
Purchased services, medical claims and other
Goodwill and intangible asset Impairment
Depreciation and amortization
Interest, net
Total expenses

170,681
42,572
110,882
6,947
2,483
333,565

57,205
8,093
32,533
1,600
1,544
100,975

214,622
42,452
244,547
9,201
3,951
514,773

114,432
52,176
128,875
5,800
2,751
304,034

144,752
31,826
84,758
5,525
5,339
272,200

17,699
1,954
6,453
132
(9)
26,229

36,547
137
126,111
414
16,860
180,069

(8,702)
(173,357)
(182,059)

747,236
179,210
560,802
29,619
32,919
1,549,786

63,162
19,306
126,451
7,218
3,005
3,968
223,110

(6,314)
(52,754)
(59,068)

804,084
198,516
634,499
7,218
32,624
36,887
1,713,828

OPERATING (LOSS) INCOME

(33,018)

(2,126)

64,349

(66,399)

(31,996)

(3,580)

(2,382)

-

(75,152)

(36,222)

-

(111,374)

-

-

-

-

-

-

2,382

-

2,382

(9,927)

-

(7,545)

(33,018)

(2,126)

64,349

(66,399)

(31,996)

(3,580)

-

-

(72,770)

(46,149)

-

(118,919)

INVESTMENT INCOME (LOSS)
EXCESS (DEFICIT) OF REVENUES OVER EXPENSES
LESS (DEFICIT) EXCESS OF REVENUES OVER EXPENSES
ATTRIBUTABLE TO NONCONTROLLING INTEREST
EXCESS (DEFICIT) OF REVENUES OVER EXPENSES, NET OF
NONCONTROLLING INTEREST

-

-

-

-

-

-

-

-

-

(3,352)

-

(3,352)

(33,018)

(2,126)

64,349

(66,399)

(31,996)

(3,580)

-

-

(72,770)

(42,797)

-

(115,567)

20 of 24

VERITY HEALTH SYSTEM
STATEMENT OF CASH FLOWS - UNAUDITED
FOR THE TWELVE MONTHS ENDED JUNE 30, 2018
(In thousands)

Saint Louise
Regional
Hospital

O'Connor
Hospital
Operating Activities
Increase (Decrease) in net assets
Adjustments to reconcile increase (decrease) in net assets
to net cash provided by (used in) operating activities:
Depreciation and amortization
Provision for doubtful accounts
Changes in fair value and unrealized and realized gains on investments, net
Amortization of bond premium
Amortization of deferred debt issuance cost
Change in funded status of pension and other postretirement benefit plans
Goodwill and intangible asset impairment
Gain on disposal of property and equipment
Changes in operating assets and liabilities:
Patient accounts receivable
Due to/from government agencies
Other current assets
Other long-term assets
Accounts payable
Accrued liabilities
Other short-term liabilities
Workers’ compensation Change
Change in Pension obligations
Other long-term liabilities
Net cash provided by (used in) operating activities
Investing activities
Purchases of investments
Purchase of asset for health-related activity
Proceeds from disposal of property and equipment
Proceeds from sales of investments
Changes in interest in pooled investment fund - short term
Changes in loans and receivables
Changes in assets under bond indenture agreements
Additions to property and equipment
Net cash provided by (used in) investing activities

$

(31,862) $

St. Francis
Medical
Center

(1,750) $

St. Vincent
Medical
Center

66,209

$

Seton
Medical
Center
Coastside

Seton
Medical
Center

(64,008) $

(31,996) $

System
Elimination Obligated
Group

System
Office

(3,400) $

(1,721) $

1,530

Obligated
Group
Subtotal

$

System
Elimination Non Obligated
Group

NonObligated
Group

(66,998) $

(30,224) $

6,947
11,051

1,600
3,741

9,201
23,483

5,800
12,283

5,525
6,512

132
616

414
-

-

29,619
57,686

3,005
1,016

-

-

-

-

-

-

845
172

-

-

779

845
172

-

(2,906)
(3)
(20,987)
94
(8,144)
(319)
(846)
62,911
588
(9,176)
(764)
6,584

(225)
(8,437)
(1,056)
(946)
235
13,097
469
(1,705)
(469)
4,554

(8,337)
(1,552)
524
(57,452)
(158)
(3,749)
(11,672)
4,076
(17,506)
(4,076)
(1,009)

(5,209)
(5)
(5,056)
2,043
6,585
(30)
(374)
64,782
867
(9,522)
(734)
7,422

(12)
(19,025)
1,604
4,827
199
(468)
45,690
1,241
(627)
(1,023)
12,447

(1,270)
80
3
7
4,846
(3)
1,011

(1,128)
(163,583)
(2,602)
(13,380)
157,108
159,397
(768)
(2,166)
(159,094)
(26,506)

(1,530)
186,358
(186,358)
-

$

-

32,624
58,702
779
845
172

7,218
(15,481)

(56,327)
3,209
(32,275)
(2,907)
(18,575)
150,404
166,638
(768)
(40,705)
(166,160)
4,503

(6,321)
(96,350)
15,420
(166)
17,326
115
160
6,129
(97,374)

(4,948)
(2,801)
17,784
5,391
(493)
1,074
(3,986)
12,021

-

-

(4,948)
(2,801)
17,784
7,573
(493)
1,074
2,213
(54,667)
(34,265)

-

-

-

-

-

-

-

-

-

-

-

-

-

2,182

-

139
(16,544)
(14,223)

-

2,182
2,213
(50,681)
(46,286)

-

(97,222)

(19,347)
(8)

-

97,881
728
(98,599)
(10)
-

-

(19,347)
7,218
(15,489)
(62,648)
3,209
(30,744)
13,241
(18,741)
69,131
166,753
(608)
(40,705)
(160,041)
(92,871)

(5,613)
(5,613)

(2,788)
(2,788)

(5,112)
(5,112)

(7,887)
(7,887)

2,074
(12,449)
(10,375)

Financing activities
Repayment of debt
Issuance of debt
Debt issuance costs

(558)
-

(451)
-

(3,800)
-

(833)
-

(912)
-

-

42,000
(800)

-

(6,554)
42,000
(800)

(5,952)
107,279
(950)

-

(12,506)
149,279
(1,750)

Net cash provided by (used in) financing activities

(558)

(451)

(3,800)

(833)

(912)

-

41,200

-

34,646

100,377

-

135,023

(9,921)

(1,298)

1,160

723

471

-

(7,137)

15,024

-

7,887

27,888

3,504

7,982

164

263

-

50,097

10,550

-

60,647

17,967

2,206

9,142

887

734

-

42,960

25,574

-

68,534

Net Increase (Decrease) in Cash and Cash Equivalents

413

CASH AND CASH EQUIVALENTS JUNE 30, 2017

6,796

CASH AND CASH EQUIVALENTS AS OF JUNE 30, 2018

7,209

1,315
3,500
4,815

(288)
(288)

-

Verity Total
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QUARTERLY CERTIFICATE FOR 6/30/18 RE: (Q) OF “PERMITTED LIENS”
August 14, 2018

The undersigned, an Authorized Representative (as defined in the Master Indenture
referred to herein) of Verity Health System of California, Inc. (“Verity”) as Obligated Group
Representative pursuant to the Master Indenture of Trust (as supplemented and amended, the
“Master Indenture”) dated as of December 1, 2001 among Verity, the Members of the Obligated
Group and U.S. Bank National Association as Master Trustee, hereby certifies pursuant to clause
(q) of the definition of “Permitted Liens” in the Master Indenture as follows:

As of the end of the fiscal quarter ending June 30, 2018, any Liens granted under clause
(q) of the definition of Permitted Liens do not exceed the maximum permitted value of such
Liens under such clause (q).

The Computations Regarding Permitted Liens, Paragraph (q) is attached hereto.

[Signature Page to Follow]
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Computations Regarding Permitted Liens, Paragraph (q)
$ in thousands

(1)
A. Book Value of Property Subject to Liens

St. Francis Medical Center
St. Louise Regional Hospital
Total property subject to Liens

$91,184
$14,170
$105,354

(1)
B. Total Property of Obligated Group

Obligated Group Total Property

$757,789

C. Property Subject to Liens as a % of Total

A Divided by B
Threshold Percentage (Maximum)

13.9%
20.0%

1. Historical financial data for the Obligated Group reflects June 30, 2018 unaudited financial statements.
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Title 11, California Code of Regulations,§ 999.5(d)(11)(F)
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Report of Independent Auditors
The Board of Directors
Verity Health System of California, Inc.
We have audited the accompanying consolidated financial statements of Verity Health System of
California, Inc., which comprise the consolidated balance sheets as of June 30, 2016 and 2015,
and the related consolidated statements of operations and changes in net (deficit) assets and cash
flows for the years then ended, and the related notes to the consolidated financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements
in conformity with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free of material misstatement, whether due to fraud
or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
did not audit the financial statements of Marillac Insurance Company, Ltd. (Marillac), a
wholly-owned subsidiary, which statements reflect total assets constituting 7.40% as of June 30,
2016, and 6.81% as of June 30, 2015, and total revenues constituting 1.00% in 2016 and 0.88%
in 2015 of the related consolidated totals. Those statements were audited by other auditors whose
report has been furnished to us, and our opinion, insofar as it relates to the amounts included for
Marillac, is based solely on the report of the other auditors. We conducted our audits in
accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
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for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
Opinion
In our opinion, based on our audits and the report of the other auditors, the financial statements
referred to above present fairly, in all material respects, the consolidated financial position of
Verity Health System of California, Inc. at June 30, 2016 and 2015, and the consolidated results
of its operations and changes in net (deficit) assets and its cash flows for the years then ended in
conformity with U.S. generally accepted accounting principles.

December 8, 2016
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Consolidated Balance Sheets
(In Thousands)

June 30
2016
Assets
Current assets:
Cash and cash equivalents
Patient accounts receivable, net of allowance for doubtful accounts
of $32 million and $31 million in 2016 and 2015, respectively
Due from government agencies
Other current assets
Other restricted assets
Total current assets

$

66,357

2015

$

108,430

160,324
20,137
106,273
12,074
365,165

156,749
22,621
121,259
76,212
485,271

Assets limited as to use:
Other investments
Under bond indenture agreements
Total assets limited as to use

112,243
25,154
137,397

64,815
25,871
90,686

Property and equipment, net
Other long-term assets
Total assets

244,912
10,361
757,835

282,215
9,390
867,562

Liabilities and net assets
Current liabilities:
Accounts payable
Accrued liabilities and other current liabilities
Current portion of long-term debt
Short-term debt
Due to government agencies
Total current liabilities

$

$

Pension obligations
Workers’ compensation and hospital professional and general liability
Other liabilities
Long-term debt – net of current portion
Total liabilities
Net (deficit) assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net deficit
Total liabilities and net assets

36,362
217,403
6,647
–
1,155
261,567

$

$

301,527
33,547
33,366
380,356
1,010,363

$

(333,995)
73,330
8,137
(252,528)
757,835 $

46,197
164,862
6,833
123,855
5,387
347,134
251,267
45,594
4,008
282,308
930,311
(86,409)
15,453
8,207
(62,749)
867,562

See accompanying notes.
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Consolidated Statements of Operations and
Changes in Net (Deficit) Assets
(In Thousands)

Year Ended June 30
2016
2015
Unrestricted revenues and other support
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less provision for doubtful accounts
Premium revenue
Other operating revenue
Contributions
Total unrestricted revenues and other support
Expenses:
Salaries and benefits
Supplies
Purchased services and other
Depreciation and amortization
Interest – net
Long-lived assets impairment loss
Total expenses
Operating loss
Investment income
Deficiency of revenues over expenses
Change in pension liability
Other
Net assets released from restrictions used for purchase
of property and equipment
Decrease in unrestricted net assets
Temporarily restricted net assets
Contributions
Net realized and unrealized gains on investments
Net assets released from restrictions:
Operations
Property, plant, and equipment
Other
Increase (decrease) in temporarily restricted net assets
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$

1,161,679 $
(26,734)
1,134,945
122,849
22,962
16,645
1,297,401

1,315,150
(31,903)
1,283,247
128,316
44,306
8,321
1,464,190

723,281
165,417
537,281
48,308
20,593
–
1,494,880

759,508
166,281
519,218
60,457
22,550
10,000
1,538,014

(197,479)
2,050
(195,429)

(73,824)
3,876
(69,948)

(53,981)
(58)

(23,383)
576

1,882
(247,586)

4,685
(88,070)

76,152
12
(16,275)
(1,780)
(232)
57,877

2,464
(3)
(7,872)
(4,685)
(2,515)
(12,611)

4

Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Consolidated Statements of Operations and
Changes in Net (Deficit) Assets (continued)
(In Thousands)

Year Ended June 30
2016
2015
Permanently restricted net assets
Net realized and unrealized losses on investments
Contributions
Other
Decrease in permanently restricted net assets

$

(73) $
107
(104)
(70)

Decrease in net assets

(189,779)

Net (deficit) assets, beginning of year
Net deficit, end of year

(62,749)
(252,528) $

$

(562)
–
(385)
(947)
(101,628)
38,879
(62,749)

See accompanying notes.
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Consolidated Statements of Cash Flows
(In Thousands)

Year Ended June 30
2016
2015
Operating activities
Decrease in net assets
Adjustments to reconcile decrease in net (deficit) assets to net cash
used in operating activities:
Depreciation and amortization
Provision for doubtful accounts
Changes in fair value and unrealized and realized losses (gains)
on investment, net
Amortization of bond premium
Amortization of deferred debt issuance cost
Pension related changes
Long-lived asset impairment
Gain on disposal of property and equipment
Loss on sale of physician practice
Changes in operating assets and liabilities:
Patient accounts receivable, net
Due to/from government agencies
Other current assets
Other long-term assets
Accounts payable and other accrued liabilities
Non-current liabilities
Net cash used in operating activities
Investing activities
Purchases of investments
Proceeds from disposal of property and equipment
Proceeds from sales of investments
Changes in interest in pooled investment fund – short-term
Changes in assets under bond indenture agreements
Purchases of property and equipment
Net cash (used in) provided by investing activities
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$

(189,779)

(101,628)

48,397
26,734

60,457
31,903

(694)
(359)
270
52,326
–
(2,584)
–

(2,920)
(359)
394
23,383
10,000
(253)
27

(30,310)
(1,748)
77,983
(47,935)
(25,968)
8,292
(85,375)

(25,083)
(7,188)
(71,751)
1,205
36,120
759
(44,934)

(250,547)
4,388
251,518
216
718
(12,357)
(6,064)

(224,111)
1,638
247,682
921
262
(14,607)
11,785

6

Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Consolidated Statements of Cash Flows (continued)
(In Thousands)

Year Ended June 30
2016
2015
Financing activities
Retirement of debt
Repayment of debt
Issuance of debt
Bond issuance costs
Cash contributions received for the purchase of property and equipment
Net cash provided by financing activities

$

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

$

Supplemental disclosures of cash flow information
Cash paid for interest – net of capitalized interest

$

Supplemental disclosures of noncash items
Capitalized interest
Accrued purchases of property and equipment

$
$

(47,643) $
(6,779)
105,000
(1,212)
–
49,366

–
(6,606)
47,643
–
187
41,224

(42,073)
108,430
66,357 $

8,075
100,355
108,430

20,593

$

22,229

350
555

$
$

665
270

See accompanying notes.
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Notes to Consolidated Financial Statements
June 30, 2016

1. Organization
Verity Health System of California, Inc., a California nonprofit public benefit corporation
(Parent) (formerly named Daughters of Charity Health System) is the sole corporate member of
five California nonprofit public benefit corporations that operate five acute care hospitals and
other facilities (the Hospitals, see list below) in the state of California. The Parent and the
following affiliated entities (collectively, Verity Health System or VHS) operate as a nonprofit
health care system in the state of California, with approximately 1,680 licensed acute care and
skilled nursing beds.
Verity Health System consists of Parent* and the following:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

O’Connor Hospital*
Saint Louise Regional Hospital*
St. Francis Medical Center*
St. Vincent Medical Center*
Seton Medical Center (including its unincorporated division, Seton Medical Center
Coastside)*
Verity Business Services
Marillac Insurance Company, Ltd.
O’Connor Hospital Foundation
Saint Louise Regional Hospital Foundation
St. Francis Medical Center Foundation
St. Vincent Medical Center Foundation
Seton Medical Center Foundation
St. Vincent de Paul Ethics Corporation
St. Vincent Dialysis Center
De Paul Ventures, LLC
Verity Medical Foundation
Verity Holdings, LLC

* Member of the Obligated Group
With the exceptions of De Paul Ventures, LLC and Marillac Insurance Company, Ltd., each
Verity Health System entity named above is exempt from federal income taxation as an
organization described in Section 501(c)(3) of the Internal Revenue Code of 1986 (IRC).
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Notes to Consolidated Financial Statements (continued)

1. Organization (continued)
On July 17, 2015, Daughters of Charity Ministry Services Corporation, the Parent managed by
Blue Mountain Capital Management, LLC (Blue Mountain), and Integrity Healthcare, LLC
entered into a System Restructuring and Support Agreement (the Restructuring Agreement) to
change the governance of and recapitalize the Parent and certain of its subsidiaries. Under the
Restructuring Agreement, the Parent and other members of the Obligated Group were converted
from religious corporations to public benefit corporations. In exchange for options to acquire the
assets of Verity Health System, Blue Mountain agreed to provide $100,000,000 in funding to the
Parent and a commitment to provide additional debt financing at the option of the Corporation.
Of the $100,000,000, $27,559,000 was recorded as deferred revenue for the value of the option
to purchase the real estate and operating assets of VHS and $72,441,000 was recorded as a
restricted contribution to be released pursuant to the terms of the Restructuring Agreement. After
approval was obtained from the California Attorney General’s office, the transactions
contemplated by the Restructuring Agreement closed on December 14, 2015. Effective upon the
closing of the transaction, the Parent’s board of directors resigned and Daughters of Charity
Ministry Services Corporation, acting as sole corporate member of the Parent, appointed an
independent board of the Parent and amended the bylaws of the Parent to eliminate the corporate
membership rights of Daughters of Charity Ministry Services Corporation as sole corporate
member of the Parent and to convert the Parent into a nonprofit corporation without members.
The name of the Parent has been amended to be Verity Health System of California, Inc. The
Parent and all of its nonprofit corporate affiliates that were not previously public benefit
corporations changed status from religious corporations to public benefit corporations under the
California Nonprofit Corporation Law.
Verity Health System established an Obligated Group (see listing of entities included in the
Obligated Group above) to access the capital markets. Obligated Group members are jointly and
severally liable for the long-term debt outstanding under the Bond Master Indenture.
2. Summary of Significant Accounting Policies
Consolidation
The accompanying consolidated financial statements include the accounts of VHS after
elimination of intercompany transactions.
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Use of Estimates
The preparation of the consolidated financial statements in conformity with U.S. generally
accepted accounting principles requires management to make certain estimates and assumptions
that affect the reported amounts of assets, liabilities, and disclosure of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts of
revenues and expenses during the reporting period. VHS considers critical accounting policies to
be those that require more significant judgments and estimates in the preparation of its
consolidated financial statements, including the following: recognition of net patient service
revenue, which includes contractual allowances and discounts; provisions for doubtful accounts
and charity care; and assumptions for measurement of pension and other postretirement
liabilities. Management bases its estimates on historical experience and various other
assumptions that it believes are reasonable under the particular facts and circumstances. Actual
results could differ from those estimates.
Cash and Cash Equivalents
Cash and cash equivalents consist primarily of cash and highly liquid marketable securities with
original maturities, at the time of purchase, of three months or less.
Patient Accounts Receivable, Allowance for Doubtful Accounts, and Net Patient Service
Revenue
Patient accounts receivable and net patient service revenue are reported at the estimated net
realizable amounts from patients, third-party payers, and others for services rendered, including
estimated settlements under reimbursement agreements with third-party payers. Settlements with
third-party payers are accrued on an estimated basis in the period in which the related services
are rendered and are adjusted in future periods as final settlements are determined.
VHS manages the receivables by regularly reviewing its patient accounts and contracts and by
providing appropriate allowances for uncollectible amounts. These allowances are estimated
based upon an evaluation of historical payments, negotiated contracts, and governmental
reimbursements. Adjustments and changes in estimates are recorded in the period in which they
are determined. The allowance for doubtful accounts for self-pay patients was 49% and 46% of
self-pay accounts receivable at June 30, 2016 and 2015, respectively. This percentage does not
include the portion of self-pay that is reserved in contractual allowance as self-pay accounts
receivable are reserved between allowance for doubtful accounts and contractual allowance.
1606-1958355
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Patient service revenues, net of contractual allowances and discounts, are as follows
(in thousands):
Year Ended June 30
2016
2015
Government
Contracted
Self-pay and others
Net patient service revenue
Less: Provision for doubtful accounts
Net patient service revenue less provision for
doubtful accounts

$

780,884 $ 881,274
380,068
332,686
53,808
48,109
1,315,150
1,161,679
(31,903)
(26,734)

$ 1,134,945 $ 1,283,247

Significant concentrations of net patient accounts receivable are as follows:
June 30
HMO/PPO/Commercial
Medicare
Medi-Cal
Other
Total

2016

2015

42%
29
28
1
100%

36%
32
29
3
100%

Inpatient acute care services, outpatient services, and skilled nursing services rendered to
Medicare program beneficiaries are paid at prospectively determined rates per discharge. These
rates vary according to a patient classification system that is based on clinical, diagnostic, and
other factors. Certain inpatient non-acute services and defined capital and medical education
costs related to Medicare beneficiaries are paid using a cost reimbursement methodology.
Health care services are provided free of charge or at a significant discount based on a sliding
scale to individuals who meet certain financial criteria. VHS makes every effort to determine if a
patient qualifies for charity care upon admission. If a patient is determined to qualify for charity
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
care, services are rendered to the patient free of cost. The costs of providing these services are
included in unsponsored community benefit expense and included in net patient service revenue
in the consolidated statement of operations. The amount of charity care at cost was $13,981,000
and $13,226,000 for the years ended June 30, 2016 and 2015, respectively.
After satisfaction of amounts due from insurance and the application of financial discounts to
patients’ balances, and after exhausting all reasonable efforts to collect from the patients, a
significant portion of VHS’s uninsured and self-pay patient accounts are referred to the thirdparty agencies based on VHS’s established guidelines for further collection activities. As a
result, VHS records a significant provision for doubtful accounts related to these uninsured
patients in the period the services are rendered.
Payments from Medi-Cal and contracted-rate payers are based on a per-diem, per-discharge,
modified cost, or capitated basis or a combination of these.
Adjustments for the finalization of prior year cost reports from both Medicare and Medi-Cal
resulted in an increase to patient service revenues of $5,613,000 and $5,176,000, for the years
ended June 30, 2016 and 2015, respectively. Additionally, as a result of recent finalized cost
reports, management determined that certain allocated reserves related to open prior year
Medicare cost reports were no longer necessary, which resulted in a gain of $15,069,000 for the
year ended June 30, 2015. St. Francis Medical Center qualified for and received Medi-Cal
funding as a disproportionate-share hospital from the state of California under Senate Bill
(SB) 855. Related revenues were $27,029,000 and $27,143,000, for the years ended June 30,
2016 and 2015, respectively, and are included in net patient service revenue. Amounts to be
received in future years, if any, are subject to annual determination.
The St. Francis Medical Center also received funding for Medi-Cal disproportionate-share
hospitals under SB 1255. These SB 1255 funds are paid from the Emergency Services and
Supplemental Payments Fund. Related revenues were $7,908,000 and $8,413,000, for the years
ended June 30, 2016 and 2015, respectively, and are included in net patient service revenue. This
funding must be applied for and approved each year.
The St. Francis Medical Center also qualifies for Medi-Cal funding as a disproportionate-share
hospital from the state of California under SB 1732. This SB 1732 program permits health care
facilities servicing a disproportionate share of Medi-Cal patients to receive supplemental
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Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
reimbursement for a portion of their debt service for qualified capital projects. St. Francis
Medical Center has an amendment to its Medi-Cal contract, which was executed on June 19,
1993, for reimbursement related to the St. Francis Medical Center Health Services Pavilion,
which was completed in 1991. Related revenues were $2,220,000 and $2,570,000, for the years
ended June 30, 2016 and 2015, respectively, and are included in net patient service revenue.
As part of VHS’s mission to serve the community, VHS provides care to patients even though
they may lack adequate insurance or may participate in programs that do not pay full charges.
Reserves for charity care and uncollectible amounts have been established and are netted against
patient accounts receivable in the consolidated balance sheets.
Industry Concentration
The receipt of future revenues by VHS is subject to, among other factors, federal and state
policies affecting the health care industry. There are future revenue uncertainties that may
require that costs be controlled, which will be subject to the capability of management; future
economic conditions, which may include an inability to control expenses in periods of inflation;
increased competition; and other conditions, which are impossible to predict.
Inventories
Inventories consist of supplies and are stated at the lower of cost or market value, which is
determined using the first-in, first-out method. Inventories are reviewed for obsolescence on a
periodic basis. Amounts are included in other current assets.
Assets Limited as to Use
Assets limited as to use represent assets designated by the board of directors for future capital
improvements, other specific purposes for Marillac over which the board of directors retains
control, assets held by trustees under bond indenture agreements, and investments restricted by
donors. The board of directors has the full ability to utilize the Marillac assets limited as to use to
satisfy the needs of on-going operations, as necessary. Investment income or loss is included in
deficiency of revenues over expenses, unless the income or loss is restricted by donor or law.
The assets are reflected in the assets limited as to use line item in the consolidated balance
sheets.
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2. Summary of Significant Accounting Policies (continued)
Investments
Investments received through gifts are recorded at estimated fair value at the date of donation.
Gains and losses that result from market fluctuations are recognized in the period that such
fluctuations occur. Realized gains or losses resulting from sales or maturities are calculated on an
adjusted-cost basis. Adjusted-cost is the original cost of the security adjusted for any purchases
or sales during the year. Dividend and interest income are accrued when earned.
Investment income includes the following (in thousands):
Year Ended June 30
2016
2015
Interest and dividends
Investment fees
Unrealized gain (loss) on investments – net
Net realized gain on sales of securities
Amounts included in changes in restricted net assets
Investment income

$

$

867 $
(208)
848
555
2,062
(12)
2,050 $

3,362
(213)
(936)
1,660
3,873
3
3,876

Property and Equipment
Property and equipment are stated at cost if purchased, and at fair market value if donated.
Depreciation of property and equipment is calculated using a half-year convention and the
straight-line method for financial statement purposes. Estimated useful lives by classification are
as follows:
Land improvements
Buildings
Building service equipment
Equipment
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5–25 years
10–40 years
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2. Summary of Significant Accounting Policies (continued)
Long-Lived Asset Impairment
VHS routinely evaluates the carrying value of its long-lived assets for impairment whenever
events or changes in circumstances indicate that the carrying amount of the asset, or related
group of assets, may not be recoverable from estimated future undiscounted cash flows generated
by the underlying tangible assets. When the carrying value of an asset exceeds the estimated
recoverability, an asset impairment charge is recognized. The impairment tests are based on
financial projections prepared by management that incorporate anticipated results from programs
and initiatives being implemented and market value assessments of the assets. If the projections
are not met, or if negative trends occur that impact the future outlook, the value of the long-lived
assets may be impaired, which could be material.
In fiscal year 2015, VHS recorded $10,000,000 of impairment for the estimated nonrecoverability of the building and select equipment at St. Vincent Medical Center. The amount of
impairment was determined using a distressed revenue multiple, and was allocated using
comparable prices for similar assets. There is no long-lived asset impairment recorded for the
year ended June 30, 2016.
Fair Value of Financial Instruments
The carrying amounts reported in the consolidated balance sheets for cash and cash equivalents,
accounts receivable, accounts payable, accrued liabilities, and due to/from government agencies
approximate fair value. The fair value of investments is disclosed in Notes 3 and 7, and the fair
value of debt is disclosed in Note 8.
Medical Foundation
The VHS Medical Foundation was established in December 2011 and incorporated under the
California Nonprofit Religious Corporation regulations as a not-for-profit corporation exempted
from IRC Section 501(c)(3). The sole member of this corporation is VHS, acting through its
board of directors.
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2. Summary of Significant Accounting Policies (continued)
Self Insurance
VHS is self-insured for hospital professional and general liabilities by a wholly-owned
self-insured captive insurance company. The provisions for estimated hospital professional and
general liability claims include estimates of the ultimate costs for both uninsured reported claims
and claims incurred-but-not-reported (IBNR), in accordance with actuarial projections or paid
claims lag models based on past experience. Such claim reserves are based on the best data
available to VHS; however, these estimates are subject to a significant degree of inherent
variability. There is at least a reasonable possibility that a material change to the estimated
reserves will occur in the near term. Such estimates are continually monitored and reviewed, and
as reserves are adjusted, the differences are reflected in current operations. Management is of the
opinion that the associated liabilities recognized in the accompanying consolidated financial
statements are adequate to cover such claims.
VHS has entered into reinsurance, stop loss, and excess policy agreements with independent
insurance companies to limit its losses on hospital professional and general liability claims.
Hospital professional and general liabilities (HPL/GL) were $16,802,000 and $13,161,000,
discounted at a rate of 4% as of June 30, 2016 and 2015, respectively. Management is not aware
of any potential hospital professional and general liability claims whose settlement would have a
material adverse effect on VHS’s consolidated financial position.
Workers’ Compensation Insurance
VHS is insured for workers’ compensation claims with major independent insurance companies,
subject to certain deductibles of $500,000 per occurrence as of June 30, 2016 and 2015. Based
on actuarially determined estimates, provisions have been made in the consolidated financial
statements, with the current portion included within accrued liabilities and the non-current
portion within workers’ compensation and hospital professional and general liabilities, for all
known claims and IBNR claims as of June 30, 2016 and 2015. Workers’ compensation liabilities
were $24,751,968 and $24,278,000, discounted using a rate of 4%, as of June 30, 2016 and 2015,
respectively. Estimation differences between actual payments and amounts recorded in previous
years are recognized as expense in the year such amounts become determinable.
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2. Summary of Significant Accounting Policies (continued)
Temporarily and Permanently Restricted Net Assets
Temporarily restricted net assets are those for which use by VHS has been limited by donors to a
specific time period or purpose. Permanently restricted net assets have been restricted by donors
to be maintained by VHS in perpetuity.
California Hospital Fee Program
California legislation established a program in 2009 that imposes a Quality Assurance Fee
(QA Fee) on certain general acute-care hospitals in order to make supplemental and grant
payments and increased capitation payments (Supplemental Payments) to hospitals up to the
aggregate upper payment limit for various periods. There have been four such programs (the
Programs) since inception.
The Programs are designed to make supplemental inpatient and outpatient Medi-Cal payments to
private hospitals, including additional payments for certain facilities that provide high-acuity
care and trauma services to the Medi-Cal population. This hospital QA Fee program provides a
mechanism for increasing payments to hospitals that serve Medi-Cal patients, with no impact on
the state’s General Fund. Payments are made directly by the state or Medi-Cal managed care
plans, which will receive increased capitation rates from the state in amounts equal to the
Supplemental Payments. Outside of the legislation, the California Hospital Association has
created a private program, operated by the California Health Foundation and Trust (CHFT),
which was established to alleviate disparities potentially resulting from the implementation of the
Programs.
The Programs require full federal approval (i.e., by the Centers for Medicare and Medicaid
Services (CMS)) in order for them to be fully enacted. If final federal approval is not ultimately
obtained, provisions in the underlying legislation allowed for the QA Fee, previously assessed,
and Supplemental Payments, previously received, to be returned and recouped, respectively. As
such, revenue and expense recognition is not allowed until full CMS approval was obtained.
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2. Summary of Significant Accounting Policies (continued)
In June 2012, the third program (30-Month Program), covering the period from July 2011 to
December 2013, was amended to allow for the fee-for-service portion to be administered
separately from the managed care portion. The fee-for-service portion of the 30-Month Program
was approved in June 2012. In May and June 2013, 24 months of managed care payments were
approved by CMS. In December 2014, the final six months of managed care payments were
approved by CMS.
In October 2013, the fourth program (36-Month Program), covering the period from
January 2014 to December 2016, was signed into law by the governor of California. The fee-forservice payments of the 36-Month Program were approved in December 2014 by CMS. The first
six months of expansion managed care payments were approved by CMS in June 2016. The first
six months of non-expansion managed care payments were approved by CMS in June 2015. The
first six months of expansion managed care payments were approved by CMS in March 2016.
VHS recognized payments to the California Department of Health Care Services for the QA Fee
in the amount of $84,221,000 and $134,198,000 and pledge payments to CHFT of $1,228,000
and $2,282,000 within purchased services and other expenses for the years ended June 30, 2016
and 2015, respectively. VHS also recognized Supplemental Payment revenue in the amount of
$134,061,000 and $222,467,000 pertaining to the 30-Month and 36-Month Programs within the
net patient service revenues for the years ended June 30, 2016 and 2015, respectively.
Meaningful Use Incentives
The American Recovery and Reinvestment Act of 2009 established payments under the
Medicare and Medi-Cal programs for certain professionals and hospitals that meaningfully use
certified electronic health record (EHR) technology. The Medicare incentive payments are paid
out to qualifying hospitals over four consecutive years on a transitional schedule. To qualify for
Medi-Cal incentives, hospitals and physicians must annually meet EHR “meaningful use”
criteria that become more stringent over three stages as determined by CMS. For the years ended
June 30, 2016 and 2015, VHS has recorded meaningful use incentive payments of $507,334 and
$7,947,000, respectively. These incentive payments have been recorded as other operating
revenue in the VHS consolidated financial statements.
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2. Summary of Significant Accounting Policies (continued)
Premium Revenue
Certain entities of VHS have at-risk agreements with various payers to provide medical services
to enrollees. Under these agreements, VHS receives monthly payments based on the number of
enrollees, regardless of services actually performed by VHS. VHS accrues costs when services
are rendered under these contracts, including estimates of IBNR claims and amounts
receivable/payable under risk-sharing arrangements.
The IBNR accrual includes an estimate of the costs of services for which VHS is responsible,
including out-of-network services.
Other Operating Revenue
Included in other operating revenue are amounts from investments in health-related activities,
rental income, cafeteria, and other non-patient care revenue.
Contributions
Unconditional promises to give cash and other assets to VHS are reported at fair value at the date
the promise is received. The gifts are reported as either temporarily or permanently restricted
support if they are received with donor stipulations that limit the use of the donated assets. When
a donor restriction expires, that is, when a stipulated time restriction ends or purpose restriction
is accomplished, temporarily restricted net assets are reclassified as unrestricted net assets. Net
assets released from restrictions used for operations are also included in other operating revenue
as contribution revenue to the Hospitals.
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2. Summary of Significant Accounting Policies (continued)
Interest Expense
Interest expense on debt issued for construction projects, net of income earned on the funds held
pending use, is capitalized from the date of the borrowing until the projects are placed in service.
Interest components include the following (in thousands):
Year Ended June 30
2016
2015
Total interest expense
Less: capitalized interest expense
Net interest expense

$
$

20,943 $
(350)
20,593 $

23,215
(665)
22,550

Income Taxes
VHS has established its status as an organization exempt from income taxes under IRC
Section 501(c)(3) and the laws of California. Certain activities of the operating entities of VHS
may be subject to income taxes; however, such activities are not significant to the consolidated
financial statements.
Performance Indicator
Management considers the deficiency of revenues over expenses to be VHS’s performance
indicator. Deficiency of revenues over expenses includes all changes in unrestricted net assets,
except net assets released from restrictions used for purchase of property and equipment, the
change in funded status of pension plans, and other.
Certain Obligated Group members have a policy whereby assets are periodically transferred as
charitable distributions to subsidiaries of VHS that are not members of the Obligated Group.
These transfers are accounted for as direct charges to the Obligated Group members’ unrestricted
net assets. It is anticipated that Obligated Group members will continue to make asset transfers to
the subsidiaries. These transfers are eliminated upon consolidation.
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2. Summary of Significant Accounting Policies (continued)
Asset Retirement Obligations (AROs)
AROs are legal obligations associated with the retirement of long-lived assets. These liabilities
are initially recorded at fair value, and the related asset retirement costs are capitalized by
increasing the carrying amount of the related assets by the same amount as the liability. Asset
retirement costs are subsequently depreciated over the useful lives of the related assets.
Subsequent to initial recognition, VHS records period-to-period changes in the ARO liability
resulting from the passage of time. VHS’s ARO liabilities recorded in the consolidated financial
statements at June 30, 2016 and 2015, were $3,627,000 and $3,421,000, respectively.
Revenue Guarantees
VHS has agreements with physicians whereby minimum revenues are guaranteed by VHS for
stipulated dollar amounts over specified periods, as defined in the contracts. VHS records a
liability for the amount of the guaranteed revenue at the time the contract is entered into and
adjusts the liability as it is expended. VHS has recorded liabilities of $921,506 and $746,000 as
of June 30, 2016 and 2015, respectively.
Recent Accounting Pronouncements
In August 2016, the Financial Accounting Standard Board (FASB) issued Accounting Standards
Update (ASU) 2016-14, Not-for-Profit Entities (Topic 958): Presentation of Financial
Statements for Not-For-Profit Entities, which will require not-for-profit entities to revise
financial presentation to include: net asset classifications, provide quantitative and qualitative
information as to available resources and management of liquidity and liquidity risk, information
on investment expenses and returns, and the presentation of operating cash flows. The standard
aims to help the reader of the financial statements to better understand the financial position of
the organization and enhance consistency among similar organizations. ASU 2016-02 is effective
for annual periods beginning after December 15, 2017. Early adoption is permitted. VHS is
currently evaluating the impact of this new standard on the consolidated financial statements.
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2. Summary of Significant Accounting Policies (continued)
In February 2016, the FASB issued ASU No. 2016-02, Leases, (Topic 842): Amendments to the
FASB ASC. ASU 2016-02 amends the existing accounting standards for lease accounting,
including requiring lessees to recognize most leases on their balance sheets and making targeted
changes to lessor accounting. The new standard requires a modified retrospective transition
approach for all leases existing at, or entered into after, the date of initial application, with an
option to use certain transition relief. The amendments in this update are effective for fiscal years
(and interim reporting periods within fiscal years) beginning after December 15, 2018. Early
adoption of the amendments is permitted for all entities. VHS is currently evaluating the impact
of this new standard on the consolidated financial statements.
In May 2015, the FASB issued ASU 2015-07, Fair Value Measurement (Topic 820), which
removes the requirement to categorize within the fair value hierarchy all investments for
which fair value is measured using the net asset value per share practical expedient and
limits the disclosure requirement. ASU 2015-07 is effective for annual and interim periods
beginning after December 15, 2015. VHS does not believe this standard will have an impact on
the consolidated financial statements.
In April 2015, the FASB issued ASU 2015-03, Interest-Imputation of Interest (Subtopic 835-30),
which changes the presentation of debt issuance costs in the financial statements. Under
ASU 2015-03, an entity presents such costs in the balance sheet as a direct deduction from the
related debt liability rather than as an asset, and amortization of the costs is reported as interest
expense. The guidance is effective for VHS as of July 1, 2016. The adoption of ASU 2015-03 is
not expected to have a material impact on the consolidated financial statements.
In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers
(Topic 606), and in August 2015, the FASB issued ASU 2015-14, Revenue from Contracts
with Customers (Topic 606): Deferral of the Effective Date, which defers the effecti ve date of
ASU 2014-09 by one year. ASU 2014-09 requires the entity to recognize revenue for the
transfer of goods or services equal to the amount that it expects to be entitled to receive for
those goods or services, effective for periods beginning after December 15, 2017. VHS is
currently evaluating the impact of this new standard on the consolidated financial statements.
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3. Fair Value Measurements
VHS accounts for certain assets at fair value or on a basis that approximates fair value. A fair
value hierarchy for valuation inputs has been established to prioritize the valuation inputs into
three levels based on the extent to which inputs used in measuring fair value are observable in
the market. Each fair value measurement is reported in one of the three levels, which is
determined by the lowest-level input that is significant to the fair value measurement in its
entirety. These levels are as follows:
•

Level 1 – Quoted prices are available in active markets for identical assets as of the
measurement date. Financial assets in Level 1 include listed equities and money market
balances.

•

Level 2 – Pricing inputs are based upon quoted prices for similar instruments in active
markets, quoted prices for identical or similar instruments in markets that are not active,
and model-based valuation techniques for which all significant assumptions are
observable in the market or can be corroborated by observable market data for
substantially the full term of the assets. Financial assets in this category generally include
asset-backed securities, corporate bonds, municipal bonds, and commingled investment
funds.

•

Level 3 – Pricing inputs are generally unobservable for the assets and include situations
where there is little, if any, market activity for the investment. The inputs used in
determination of fair value require management’s judgment or estimation of assumptions
that market participants would use in pricing the assets. Therefore, the fair values are
determined using factors that involve judgment and interpretations, including discounted
cash flow models and similar techniques. There were no Level 3 investments at June 30,
2016 and 2015.
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3. Fair Value Measurements (continued)
The following represents assets measured at fair value on a recurring basis (in thousands):

Total
Other investments – assets limited as to use:
Cash equivalents
Debt securities issued by foreign corporations
Debt securities issued by the U.S. Treasury and
other U.S. government corporations
Government mortgage-backed securities
Commercial mortgage-backed securities
Corporate U.S. debt securities
Index funds
Investment held in trust account

$

Under bond indenture agreements – assets limited as to use:
Cash equivalents
$

1606-1958355

June 30, 2016
Quoted Prices
in Active
Markets for
Identical
Assets
(Level 1)

60,264 $
2,063

60,264 $
–

Significant
Other
Observable
Inputs
(Level 2)
–
2,063

13,919
1,096
5,111
13,450
10,416
5,924
112,243

–
–
–
–
–
–
60,264

13,919
1,096
5,111
13,450
10,416
5,924
51,979

25,154
137,397 $

25,154
85,418 $

–
51,979
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Total
Other investments – assets limited as to use:
Cash equivalents
Debt securities issued by foreign corporations
Debt securities issued by the U.S. Treasury and
other U.S. government corporations
Government mortgage-backed securities
Commercial mortgage-backed securities
Corporate U.S. debt securities
Index funds
Convertible equity
Investment held in trust account

$

Under bond indenture agreements – assets limited as to use:
Cash equivalents
Receivables under repurchase agreement
$

June 30, 2015
Quoted Prices
in Active
Markets for
Identical
Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

12,737 $
1,961

12,737 $
–

–
1,961

14,806
1,575
4,094
14,017
10,311
32
5,282
64,815

–
–
–
–
–
–
–
12,737

14,806
1,575
4,094
14,017
10,311
32
5,282
52,078

2,000
23,871
90,686 $

2,000
–
14,737 $

–
23,871
75,949

There were no transfers to or from Levels 1, 2, or 3 during the years presented. The Level 2
financial assets listed in fair value hierarchy tables above use the following valuation techniques
and inputs:
VHS participated in Ascension Health’s pooled Catholic Healthcare Investment Management
Company (CHIMCO) Alpha Fund, LLC, which is carried at fair value based on quoted
market prices, quoted market prices for similar instruments, and observable and unobservable
inputs. The pooled fund is composed of cash, equity securities (domestic and foreign), U.S.
federal and corporate obligations, to be announced (TBA) mortgage-backed securities, assetbacked securities, and fixed-income securities and is designated as Level 2. Beginning
January 1, 2014, VHS moved all of its investments in the Alpha Fund to short-term liquid
funds, such as cash and cash equivalents. As of September 2014, VHS sold its investment in
the Fund, and Ascension Investment Management no longer manages any funds on behalf of
VHS.
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3. Fair Value Measurements (continued)
For marketable securities, such as foreign corporation and U.S. government debt securities,
government and commercial mortgage-backed securities, TBA mortgaged-backed securities,
corporate U.S. debt securities, index funds, and beneficial interest held in trust accounts,
wherein identical quoted market prices are not readily available, the fair value of such
investments is determined based on market participant pricing or other available market data
for comparable instruments and transactions at the measurement date. VHS, therefore,
incorporates industry-standard valuation techniques as inputs to fair valuation of its
investments designated as Level 2.
VHS’s rationale for the assignment of levels is based on types or classes of financial assets,
rather than an analysis of each individual asset. Key consideration in the assignment of levels
was given to the determination of a security’s fair valuation measurement if obtained from an
active market, and then further consideration was given for the types of inputs used to evaluate
the fair value price. This approach has been supported by management’s analysis of the
methodology, the evaluated pricing models, and inputs used by its pricing vendors. It is also
consistent with industry practice.
Where quoted prices are available in an active market (exchange-traded), the securities are
classified as Level 1. It is a market in which transactions occur with sufficient frequency and
volume to provide pricing information on an ongoing basis. If quoted market prices are not
readily available for a specific financial asset, then value is determined using quoted prices of
assets with similar characteristics and is classified as Level 2. Examples of these categories are
VHS’s investment in high-yield debt securities, collateralized mortgage obligations, and fixedincome prices provided by a broker-dealer. In cases where there is limited activity and less
transparency associated with inputs to the valuation, VHS will designate the investments as
Level 3.
Investment Held in Trust Accounts
VHS is the beneficiary of a split-interest agreement from a donor. The related assets are
controlled and invested by an independent third party. VHS records the assets for its share when
formal written or other verifiable documentation is received. VHS’s share of the assets is based
on the present value of the estimated future distributions to be received by VHS over the term of
the agreement. The agreements are carried at fair value based on the underlying assets. VHS
used 2% discount rate to value split-interest agreements at June 30, 2016.
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Receivables Under Repurchase Agreements
VHS participated in a repurchase agreement with a custodian, whereby VHS loaned cash from a
bond reserve fund to a third party on a short-term basis. The loans were secured by collateral,
consisting of various investments that equal the amount of the cash loaned. VHS was paid a
fixed rate of return of 4.6% for the amounts loaned. Interest is accrued monthly and paid semiannually. The amounts of the receivables under repurchase agreements were $0 and $23,871,000
at June 30, 2016 and 2015, respectively, and are included in assets limited as to use under bond
indenture agreements. The loans remained in place until the termination date, which was July 1,
2015, at which time these funds were held in cash by the trustee.
4. Property and Equipment
Property and equipment consists of the following (in thousands):
June 30
2016

2015

Land
Land improvements
Buildings and service equipment
Equipment
Construction in progress
Total

$

Less accumulated depreciation

(1,042,302) (1,010,717)
$ 244,912 $ 282,215
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29,955
28,970 $
20,263
20,252
710,572
705,025
526,830
524,828
5,312
8,139
1,292,932
1,287,214
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5. Other Assets
Other current assets consist of the following (in thousands):
June 30
Inventories
Prepaid expenses
Provider fee receivable
Other receivable
Pledges receivable
Deposit
Other current assets

$

$

2016

2015

21,501 $
13,129
51,761
5,343
2,968
5,108
6,463
106,273 $

21,594
6,932
74,176
6,457
3,154
2,682
6,264
121,259

Other long-term assets consist of the following (in thousands):
June 30
2016
Notes receivable – primarily secured
Ownership interest in health-related activities – net
Other

$

$

1606-1958355

646 $
3,368
6,347
10,361 $

2015
1,143
3,710
4,537
9,390
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6. Accrued Liabilities and Other Current Liabilities
Accrued liabilities and other current liabilities consist of the following (in thousands):
June 30
Wages and benefits
Out-of-network cost and IBNR
Management and consulting fee
Purchased services
Provider fee payable
Other
Total accrued liabilities

$

$

2016

2015

66,803 $
30,145
30,193
17,170
29,361
43,731
217,403 $

61,406
35,556
–
11,019
34,192
22,689
164,862

7. Pension and Other Postretirement Benefit Plans
VHS maintains a single employer defined benefit retirement plan and participates in a multiemployer defined benefit retirement plan. The plans have been frozen for all employees, except
members of the California Nurses Association (CNA). Benefits are generally based on age, years
of service, and employee compensation. VHS also offers postretirement health care benefits to a
limited number of its employees. The postretirement health care benefits are determined based
on age and years of service.
The first retirement plan is a multiemployer defined benefit pension plan called Retirement Plan
for Hospital Employees (RPHE). The entities that participate in the RPHE are Seton Medical
Center, Seton Medical Center Coastside, O’Connor Hospital, Saint Louise Regional Hospital,
and Caritas Business Services (however, as noted above, only CNA members at these locations
earn new benefits under the plan). Benefits are generally based on years of service and the
employee’s compensation. Contributions to the plan are based on actuarially determined amounts
sufficient to meet the benefits to be paid to plan participants and satisfy IRS funding
requirements. VHS contributed cash of $17,223,000 and $14,495,000 to the RPHE during the
fiscal years ended June 30, 2016 and 2015, respectively.

1606-1958355

29

Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Notes to Consolidated Financial Statements (continued)

7. Pension and Other Postretirement Benefit Plans (continued)
The second retirement plan is a single-employer defined benefit pension plan (the Retirement
Plan). VHS associates at St. Francis Medical Center, St. Vincent Medical Center, O’Connor
Hospital, Saint Louise Regional Hospital, and the system office are eligible to participate in this
plan (however, as noted above, only CNA members continue to earn new benefits under the
plan). VHS contributed $12,915,000 and $18,479,000 to the Retirement Plan during the fiscal
years ended June 30, 2016 and 2015, respectively.
VHS also maintains a retiree health insurance program (the Postretirement Healthcare Plan),
which provides medical benefits to retirees from early retirement to age 65 only. VHS employees
at O’Connor Hospital, St. Louise Regional Hospital, Seton Medical Center, and Seton Medical
Center Coastside are eligible to participate in this plan. The Postretirement Healthcare Plan is an
unfunded plan. VHS contributed $58,000 and $98,000 to the Postretirement Healthcare Plan
during the fiscal years ended June 30, 2016 and 2015, respectively.
Defined Contribution Retirement Plans
In addition to the above pension plans, VHS maintains three different defined contribution
retirement plans for its employees. One of these defined contribution plans (TSA/403(b))
includes employee voluntary contributions only. A second defined contribution plan (Match
Benefit) requires employer contributions and the benefits are based on a percentage of the
employees’ contributions to the TSA/403(b). A third plan covers all employee groups except
members of the CNA and is a fully employer-paid defined contribution plan with benefits based
on a percentage of compensation. During the fiscal years ended June 30, 2016 and 2015, the
employer’s contribution for these three defined contribution plans was $21,749,023 and
$24,472,000, respectively.
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7. Pension and Other Postretirement Benefit Plans (continued)
The funded status of the Retirement Plan and the Postretirement Healthcare Plan benefits is as
follows (in thousands):
June 30, 2016
June 30, 2015
Postretirement
Postretirement
Retirement
Healthcare
Retirement
Healthcare
Plan
Plan
Plan
Plan
Change in benefit obligation:
Benefit obligation –
beginning of year
Service cost
Interest cost
Actuarial loss (gain)
Benefits paid
Benefit obligation – end of year
Accumulated benefit obligation

$

$
$

523,435 $
2,062
24,614
47,408
(24,280)
573,239 $
563,329 $

3,656 $
181
163
(1,986)
(58)
1,956 $
1,956 $

505,523 $
2,162
23,355
11,728
(19,333)
523,435 $
515,437 $

5,002
256
215
(1,719)
(98)
3,656
3,656

June 30, 2016
June 30, 2015
Postretirement
Postretirement
Retirement
Healthcare
Retirement
Healthcare
Plan
Plan
Plan
Plan
Change in plan assets:
Fair value of plan assets –
beginning of year
Actual return on plan assets
Employer contribution
Benefits paid
Administrative expenses
Fair value of plan assets – end of year
Funded status

1606-1958355

$

$
$

275,824 $
8,133
12,915
(24,280)
(1,712)
270,880 $
(302,359) $

– $
–
58
(58)
–
– $
(1,956) $

275,058 $
3,271
18,479
(19,333)
(1,651)
275,824 $
(247,611) $

–
–
98
(98)
–
–
(3,656)
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7. Pension and Other Postretirement Benefit Plans (continued)
Amounts that have not yet been recognized as components of net period benefit cost are as
follows (in thousands):
June 30, 2016
June 30, 2015
Postretirement
Postretirement
Retirement
Healthcare
Retirement
Healthcare
Plan
Plan
Plan
Plan
Net actuarial loss (gain)
Prior service costs
Total amount not recognized

$
$

234,717 $
–
234,717 $

(12,042) $
280
(11,762) $

181,392 $
–
181,392 $

(11,043)
352
(10,691)

The components of net period benefit cost and amounts recognized in the consolidated
statements of operations and changes in net assets apart from expenses are as follows
(in thousands):
Year Ended June 30, 2016
Year Ended June 30, 2015
Postretirement
Postretirement
Retirement
Healthcare
Retirement
Healthcare
Plan
Plan
Plan
Plan
Components of net periodic benefit cost
(income):
Service cost
Interest cost
Expected return on plan assets
Net prior service cost amortization
Amortization of actuarial loss (gain)
Cost of special events
Total
Change in net assets apart from periodic
benefit cost:
Net actuarial loss (gain)
Deduct:
Amortization of prior service cost
Amortization of actuarial (loss)
gain
Total

1606-1958355

$

2,062 $
24,614
(18,611)
–
4,463
1,810
14,338 $

181 $
163
–
72
(987)
–
(571) $

2,162 $
23,355
(18,503)
–
4,226
–
11,240 $

256
215
–
72
(887)
–
(344)

$

59,598 $

(1,986) $

28,611 $

(1,719)

$

–

$

(6,273)
53,325 $

(72)
987
(1,071) $

–
(4,226)
24,385 $

(72)
887
(904)
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7. Pension and Other Postretirement Benefit Plans (continued)
The estimated actuarial loss and prior service cost for the Retirement Plan that will be amortized
into net periodic benefit cost over the next fiscal year is $6,157,000 and $0, respectively.
The estimated actuarial gain and prior service cost for the Postretirement Healthcare Plan that
will be amortized into net periodic benefit cost over the next fiscal year is $(1,193,000) and
$72,000, respectively.
Assumptions
The weighted-average assumptions used to determine benefit obligations and net period benefit
costs, are as follows:
June 30, 2016
June 30, 2015
Postretirement
Postretirement
Retirement
Healthcare
Retirement
Healthcare
Plan
Plan
Plan
Plan
Weighted-average assumptions used
to determine benefit obligations:
Discount rate
Rate of compensation increase

4.05%
2.50%

3.85%
N/A

4.80%
2.50%

4.55%
N/A

Weighted-average assumptions used to
determine net periodic benefit costs:
Discount rate
Expected return on plan assets
Rate of compensation increase

4.80%
7.00%
2.50%

4.55%
N/A
N/A

4.70%
7.25%
3.50%

4.40%
N/A
N/A

Expected Return on Plan Assets
The Retirement Plan’s estimated long-term rate of return on pension assets is driven primarily by
historical asset-class returns, an assessment of expected future performance, advice from external
actuarial firms, and the incorporation of specific asset-class risk factors. Asset allocations are
periodically updated using pension plan asset/liabilities studies, and VHS’s estimated long-term
rates of return are consistent with these studies. The Retirement Plan portfolio return assumption
is 6.75% and 7.00% at June 30, 2016 and 2015, respectively.
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7. Pension and Other Postretirement Benefit Plans (continued)
Discount Rate
The discount rate assumptions used to determine the postretirement benefit plan obligations and
expenses reflect the prevailing rate available on high-quality, fixed-income debt instruments. The
rate was based on cash flow analysis that matched estimated future benefit payments to the bond
discount yield curve as of June 30, 2016 and 2015.
Other Benefit Assumptions
For the measurement of accumulated postretirement benefit obligations at June 30, 2016, the
Postretirement Healthcare Plan assumed health care cost trend rates start at 8.00% in 2016 and
decrease by 0.25%-0.50% annually, reaching an ultimate rate of 5.50% in fiscal year 2023. A
one-percentage-point change in assumed health care cost trend rates would not have a material
effect on VHS’s consolidated financial statements.
Plan Assets and Investment Strategy
The following information represents VHS’s pension plan assets measured at fair value and
indicate the fair value hierarchy and valuation techniques utilized to determine such fair value
(in thousands):
June 30, 2016
Quoted Prices
in Active
Markets for
Identical Assets
Total Balance
(Level 1)
Cash equivalents
Common collective trust funds
Fixed-income funds
Domestic stocks
Real estate equity investments
Foreign stock funds
Total plan assets
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$

$

3,852 $
64,711
91,816
46,765
14,002
49,734
270,880 $

3,852 $
–
–
46,765
14,002
–
64,619 $

Significant
Other
Observable
Inputs
(Level 2)
–
64,711
91,816
–
–
49,734
206,261
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June 30, 2015
Quoted Prices
in Active
Markets for
Identical Assets
Total Balance
(Level 1)
Cash equivalents
Common collective trust funds
Fixed-income funds
Domestic stocks
Real estate equity investments
Foreign stock funds
Total plan assets

$

$

1,637 $
81,255
95,983
24,670
19,379
52,900
275,824 $

1,637 $
–
–
24,670
19,379
–
45,686 $

Significant
Other
Observable
Inputs
(Level 2)
–
81,255
95,983
–
–
52,900
230,138

As of June 30, 2016, $2,806,336 of the plan’s cash balance was held in a separate non-interestbearing cash account for the purpose of claims disbursement by the plan’s administrator.
VHS’s investment strategy for the assets of the Retirement Plan is designed to preserve principal
while earning returns relative to the overall market consistent with a prudent level of risk. The
strategy balances the liquidity needs of the Retirement Plan with the long-term return goals
necessary to satisfy future obligations. The target asset allocation is diversified across traditional
asset classes. Diversification is also achieved through participation in U.S. and non-U.S. markets,
investment manager style, philosophy, and capitalization. The complementary investment styles
and approaches used by investment managers are aimed at reducing volatility while capturing the
equity premium from the capital markets over the long term. Risk tolerance is established
through consideration of plan liabilities, plan funded status, and VHS’s consolidated financial
condition. Consistent with VHS’s fiduciary responsibilities, the fixed-income allocation
generally provides for security of principal to meet near-term expenses and obligations. Periodic
reviews of the market values and corresponding asset allocation percentages are performed to
determine whether a rebalancing of the portfolio is necessary.
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The following were the target asset allocations as of June 30, 2016, by major asset classification:
Fixed-income funds
Domestic stocks
Foreign stock funds
Inflation linked
Total plan assets

33%
30
20
17
100%

Cash Contributions and Benefit Payments
VHS expects to contribute $28,501,000 to the Retirement Plan and $67,000 to the Postretirement
Healthcare Plan the fiscal year ending in 2017.
The benefit payments, which reflect expected future service, as appropriate, expected to be paid
in each of the next five years, and in aggregate for the next five years, are as follows
(in thousands):

Retirement
Plan Benefits
2017
2018
2019
2020
2021
Next five years
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$

Postretirement
Healthcare
Benefits

21,563 $
22,949
24,628
26,295
28,718
159,524

67
89
112
129
141
793
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Multiemployer Plan
Certain affiliated entities in Northern California participate in multiemployer defined benefit
retirement plans as described below (in thousands):

Plan

Pension Plan
Employer
Identification
Number/Plan
Number

Retirement Plan
for Hospital
Employees

94-2995676/001

Pension Protection Act Zone Status
June 30
2016
2015

Green

Green

No

Pension Protection Act Zone Status (from worst to best):
Critical Status
Seriously Endangered
Endangered
None of the above

Plan
Retirement Plan
for Hospital
Employees

Pension Plan
Employer
Identification
Number/Plan
Number

Red
Orange
Yellow
Green

Contributions
2017
(Expected)

2016

Funding
Improvement/
Rehabilitation
Plan Status
June 30, 2016

2015

94-2995676/001 $ 19,330 $ 17,223 $ 14,588

Surcharge
Imposed
(during 2013)

Collective
Bargaining
Agreement
Expiration
Date

No

October 31,
2018

Since March 1, 2011, participant benefits were frozen for the non-contractual employees of the
two participating affiliates in the Retirement Plan for Hospital Employees. Beginning January 1,
2013, participant benefits were frozen for all Service Employees International Union (SEIU)
employees. Certain affiliates will continue to make periodic contributions as needed for eligible
participants.
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7. Pension and Other Postretirement Benefit Plans (continued)
The contributions for the multiemployer plan were approximately 38% and 45% of the total
contributions to the plan for June 30, 2016 and 2015, respectively. There are no minimum
contributions required for future periods by the collective-bargaining agreements, statutory
obligations, or other contractual obligations for both plans.
The risks of participating in multiemployer plans are different from single-employer plans in the
following aspects: (i) assets contributed to the multiemployer plan by one employer may be used
to provide benefits to employees of other participating employers; (ii) if a participating employer
stops contributing to the plan, the unfunded obligations of the plan may be borne by the
remaining participating employers; and (iii) if the affiliates choose to stop participating in the
multiemployer plan, the affiliates may be required to pay the plan an amount based on the
underfunded status of the plan, referred to as a withdrawal liability.
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8. Debt
Long-term debt consists of the following (in thousands):
June 30
California Statewide Communities Development Authority
Revenue Bonds Series 2005A, payable in varying
installments through 2040, fixed interest rates ranging
from 5.00% to 5.25%
$
California Statewide Communities Development Authority
Revenue Bonds Series 2005F, G, and H (St. Francis
Medical Center), payable in varying annual installments
through 2026, fixed interest rates ranging from 5.00% to
5.25%
California Public Finance Authority Revenue Notes
(Verity Health System), Series 2015 A and B fixed
interest only bonds paying interest at 7.25%. Principal
due June 10, 2019
Notes payable for Health Center One Mortgage,
$6.5 million face value, payable in monthly installments
with a lump-sum payment in May 2018, fixed interest
rate of 5.85%
Other
Less current portion
Plus bond premium
$
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2016

2015

249,850 $

253,150

22,740

25,530

105,000

–

5,329
53
382,972
6,647
376,325
4,031
380,356 $

5,506
564
284,750
6,833
277,917
4,391
282,308
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8. Debt (continued)
Scheduled long-term principal debt payments as of June 30, 2016, are as follows (in thousands):
2017
2018
2019
2020
2021
Thereafter

$

$

6,647
11,880
112,090
7,455
7,840
237,060
382,972

Obligated Group
Verity Health System of California, Inc. and its five hospitals are collectively referred to as the
“Obligated Group” or as “Members,” and each individually is sometimes referred to herein as a
“Member.” The Obligated Group is established pursuant to a Master Indenture of Trust, dated
December 1, 2001, as supplemented to date (the Master Indenture), between the Obligated Group
and U.S. Bank National Association, as successor master trustee (the Master Trustee). The
Obligated Group is jointly and severally liable for obligations issued pursuant to and outstanding
under the Master Indenture (Obligations).
Each of the Obligated Group Members has executed one or more deeds of trust pursuant to
which the respective Obligated Group Member has granted for the benefit of the Master Trustee,
a first lien on, and security interest in, the hospitals and certain other parcels of property owned
by such Obligated Group Members, subject to permitted liens, as security for the performance of
the Obligated Group Members’ obligations under the Master Indenture. Additionally, each of the
Obligated Group Members has created a gross revenue fund with its depository bank to further
secure its gross revenues for the benefit of the Master Trustee.
The Master Indenture and certain other Obligated Group’s financing agreements contain
restrictive covenants, including maintenance of a debt ratio, limitations on the amount of any
additional borrowings, and limitations on the disposal or transfer of assets to non-obligated group
members. Additionally, the financing agreements require that funds are established with, and
controlled by, a trustee during the period the bonds remain outstanding. The Obligated Group has
complied with such financial covenants and restrictions at June 30, 2016.
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8. Debt (continued)
Long-Term Debt
Series 2005 Bonds.
In March 2005, the California Statewide Communities Development Authority (CSCDA), on
behalf of Daughters of Charity Health System (now known as VHS), issued four series of
revenue bonds in the aggregate principal amount of $364,655,000 (the 2005 Bonds). The 2005
Bonds were comprised of $259,125,000 of 2005 Series A bonds, $39,715,000 of Series F bonds,
$48,245,000 of Series H bonds, and $17,570,000 of Series H bonds. The issuance of the 2005
Bonds generated original issue premiums of $12,929,196. A portion of the proceeds of the 2005
was used to refinance prior bonds and finance the costs of constructing, improving, renovating,
and equipping certain improvements to the facilities of the Obligated Group. The 2005 Series F
bonds matured and were paid pursuant to their terms on July 1, 2010.
The Series 2005 Bonds are a limited obligation of CSCDA and are payable solely from payments
made by the Obligated Group. Payment of principal and interest on the Series 2005 Bonds is
secured by Obligations issued pursuant to the Master Indenture.
Series 2015 Notes.
On December 14, 2015, the California Public Finance Authority issued an aggregate of
$160,000,000 of Revenue Notes (Verity Health System) Series 2015A, B, C, and D (collectively,
the 2015 Notes) for the benefit of VHS. There are four series of 2015 Notes. The Series 2015A,
B, and D Notes are tax exempt, and the Series 2015C Notes are taxable. While all of the 2015
Notes were authorized and issued, only the Series 2015A Notes ($60,000,000) and the 2015B
Notes ($45,000,000) were funded as of June 30, 2016. The Series 2015C Notes ($10,000,000)
and the Series 2015D Notes ($45,000,000) were funded on September 19 and October 31, 2016,
respectively. A portion of the proceeds of the 2015 Notes was used, together with other funds, to
pay the principal of and accrued and unpaid interest on the 2014 Bonds that matured on
December 15, 2015.
The 2015 Notes are secured by an Obligation (as defined in the Master Indenture) on parity with
other Obligations issued pursuant to the Master Indenture. In addition to their parity lien under
the Master Indenture, the 2015 Notes have additional lien rights on the Obligated Group’s
accounts receivable and in certain properties owned by St. Francis Medical Center and Saint
Louise Regional Hospital.
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8. Debt (continued)
Short-Term Debt
Series 2014 Bonds.
On July 30, 2014, the CSCDA issued an aggregate of $110,000,000 of Revenue Bonds
(Daughters of Charity Health System), Series 2014 A and B (the Series 2014 A and B Bonds) on
behalf of Daughters of Charity Health System (now known as VHS). On August 28, 2014,
CSCDA issued an additional $15,000,000 of Revenue Bonds (Daughters of Charity Health
System), Series 2014 C (together with the Series 2014 A and B Bonds, the “Series 2014
Bonds”). The Series 2014 Bonds were secured by Obligations issued pursuant to the Master
Indenture and (1) a first priority lien on the accounts receivable of St. Francis Medical Center, St.
Vincent Medical Center, O’Connor Hospital, Saint Louise Regional Hospital, Seton Medical
Center, and Seton Coastside as a division of Seton Medical Center; and (2) first priority Deeds of
Trust and related subordination agreements with the Master Trustee on certain property of St.
Francis Medical Center and Saint Louise Regional Hospital (collectively, the 2014 Priority
Assets). The Master Trustee subordinated its interest in the 2014 Priority Assets to the Series
2014 Bond trustee. The Series 2014 Bonds were also secured by a parity lien under the Master
Indenture.
Interest accrued at the rate of 6% and was paid on a monthly basis. The Series 2014 Bonds had
an initial maturity date of July 10, 2015, and the Series 2014 Bonds were recorded as short-term
debt on the VHS consolidated balance sheets as of June 30, 2015. That maturity date was
extended to December 15, 2015. On December 15, 2015, VHS paid the full redemption price of
the Series 2014 Bonds, which included principal (inclusive of undrawn proceeds of $76,212,000
recorded as other restricted assets as of June 30, 2015), and all accrued and unpaid interest
thereon.
Fair Values
The fair value of VHS’s bond indebtedness is estimated based on the quoted market prices for
the same or similar issues or on the current rates offered for debt of the same remaining
maturities. The estimated fair values of the VHS’s debt instruments as of June 30, 2016 and
2015, are $336,803,500 and $393,704,000, respectively, and are valued using Level 2 inputs.
The reported fair value of VHS’s bond indebtedness instruments excludes the full value of an
irrevocable principal pre-payment of $6,090,000 and $5,795,000 made as of June 30, 2016 and
June 30, 2015, respectively. The fair value amounts do not represent the amount that would be
required to expend to retire the indebtedness.
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9. Functional Classification of Expense
The following is a functional classification of Verity’s expenses:
Year Ended June 30
2016
2015
Health services
General and administrative

$ 1,193,112 $ 1,227,560
310,454
301,768
$ 1,494,880 $ 1,538,014

10. Temporarily and Permanently Restricted Net Assets
Temporarily and permanently restricted net assets are available for the following purposes
(in thousands):
June 30
2016
Equipment and expansion
Research and education
Restricted contribution
Charity and other
Total temporarily restricted net assets
Permanently restricted net assets
Total restricted net assets

$

$

2015

3,522 $
2,848
60,367
6,593
73,330

4,823
2,965
–
7,665
15,453

8,137
81,467 $

8,207
23,660

Equipment and expansion relate to assets held by VHS, which are restricted by donors or
grantors to be used specifically for equipment, capital projects, or other capital needs.
Research and education relate to assets held by VHS, which are restricted by donors or grantors
to be used in specific research or education programs.
Restricted contribution is the remaining portion of the contribution recognized at the time of the
transaction contemplated by the Restructuring Agreement (see Note 1 “Organization”). The
restriction of this contribution will be lifted pursuant to the terms of the Restructuring
Agreement.
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10. Temporarily and Permanently Restricted Net Assets (continued)
Charity and other relate mainly to assets held by VHS, which are restricted by donors or grantors
to be used in specific health care programs for charity care and other medical and patient
services.
Permanently restricted net assets of $8,137,000 and $8,207,000 at June 30, 2016 and 2015,
respectively, are restricted to investments to be held in perpetuity, with the income expendable to
support VHS’s mission.
Endowments
VHS and five of its consolidated charitable foundations follow the Uniform Prudent
Management of Institutional Funds Act (UPMIFA). UPMIFA eliminates the concept of “historic
dollar value” and allows an institution to spend or accumulate as the board determines is prudent
for the uses, benefits, purposes, and duration of the endowment fund unless the gift instrument
states a particular spending rate or formula. California’s version of UPMIFA also includes a
rebuttable provision that spending greater than 7% of the average fair market value (calculated at
least quarterly over a minimal period of three years) is presumed to be imprudent.
In accordance with UPMIFA, VHS considers the following factors when appropriating or
accumulating an endowment fund: (i) general economic conditions, (ii) effects of inflation and
deflation, (iii) the purposes of the institution and the endowment fund, (iv) expected total return
from income and appreciation of investments, (v) VHS’s other resources, (vi) the duration and
preservation of the endowment fund, and (vii) VHS’s investment policies.
From time to time, the fair value of assets associated with individual endowment funds may fall
below the level that the donor or UPMIFA requires VHS to retain as a fund of perpetual
duration. Deficiencies of this nature that are reported in unrestricted net assets were not material
as of June 30, 2016 and 2015. These deficiencies resulted from unfavorable investment market
fluctuations.
VHS has adopted investment and spending policies for endowment assets that attempt to provide
a predictable stream of funding to programs supported by its endowment while seeking to
maintain the purchasing power of the endowment assets. Under these policies, as approved by
the boards of trustees of the charitable foundations, the endowment assets are invested in a
manner that is intended to produce results that exceed the price and yield results while assuming
a moderate level of investment risk.
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10. Temporarily and Permanently Restricted Net Assets (continued)
To satisfy its long-term rate-of-return objectives, VHS relies on a balanced investment strategy
in which investment returns are achieved through both capital appreciation (realized and
unrealized) and current yield (interest and dividends).VHS targets a diversified asset allocation
that places a great emphasis on equity-based investments to achieve its long-term return
objectives within prudent risk constraints.
The endowment net asset composition by type of fund consists of the following (in thousands):

Unrestricted
Donor-restricted endowment funds
Total funds

$
$

606 $
606 $

Unrestricted
Donor-restricted endowment funds
Total funds

$
$

June 30, 2016
Temporarily Permanently
Restricted
Restricted
789 $
789 $

8,137 $
8,137 $

June 30, 2015
Temporarily Permanently
Restricted
Restricted

596 $
596 $

778 $
778 $

8,207 $
8,207 $

Total
9,532
9,532

Total
9,581
9,581

The changes in endowment net assets are as follows (in thousands):
Unrestricted
Balance at June 30, 2014
Net losses – realized and unrealized
Other
Balance at June 30, 2015
Net gains (losses) – realized and
unrealized
Other
Balance at June 30, 2016
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$

$

Temporarily
Restricted

Permanently
Restricted

Total

1,259 $
(663)
–
596

1,013 $
(235)
–
778

9,154 $
(562)
(385)
8,207

11,426
(1,460)
(385)
9,581

10
–
606 $

11
–
789 $

(73)
3
8,137 $

(52)
3
9,532
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Notes to Consolidated Financial Statements (continued)

11. Commitments and Contingent Liabilities
Standby Letter of Credit
Marillac, a subsidiary of VHS, pledged $36,939,150 of its investments to support a standby letter
of credit issued in favor of Old Republic Insurance Company, one of the Parent’s insurers, at
June 30, 2016.
Litigation
Certain entities of VHS are defendants in various actions arising from their health care service
activities. It is the opinion of management, after consulting with legal counsel, that such actions
will not have a material adverse effect on VHS’s consolidated financial position or results of
operations as of June 30, 2016. Therefore, based on the information provided by its legal
counsel, VHS has accrued $1,240,000 and $1,369,000 as of June 30, 2016 and 2015,
respectively, which were related to certain of these actions. VHS evaluates recoveries from
insurance coverage separately from its liability, and when appropriate, an asset is recorded
separately from the associated liability.
As part of its ongoing compliance program, VHS routinely reviews arrangements between
physicians and its hospitals. In September and October 2013, VHS made a voluntary
self-disclosure to the federal government (in accordance with federal self-disclosure guidelines)
related to certain financial arrangements between physicians and one of its hospitals, Seton
Medical Center (SMC), that might constitute potential violations of federal regulatory standards.
Pursuant to a settlement agreement entered into by SMC with CMS, effective as of November 6,
2015, SMC paid to CMS the sum of $815,000, and CMS agreed to release SMC from
administrative liabilities and claims under section 1877(g)(1) of the Social Security Act relating
to the matters addressed in the voluntary self-disclosure. VHS filed a self-disclosure with the
U.S. Department of Health & Human Services Office of the Inspector General (OIG) indicating
possible violations of the Stark Law and the Anti-Kickback Statute by Seton Medical Center.
The date of the letter is October 13, 2016. The OIG informed VHS on November 17, 2016, that
the disclosure was officially accepted into the Self-Disclosure Protocol. VHS understands that
the OIG will next assign the matter to one of its staff attorneys to review. With respect to the
facts, VHS continues to investigate to ascertain the amount of potential damages or penalties,
and that review is ongoing.
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Notes to Consolidated Financial Statements (continued)

11. Commitments and Contingent Liabilities (continued)
VHS and certain other entities and individuals have been named as defendants in a punitive class
action complaint under ERISA. The complaint alleges that VHS’s Retirement plan, a defined
benefit “church plan” exempt from ERISA, is not a “church plan” and seeks orders, among other
relief, requiring the plan to be brought into compliance with ERISA’s minimum funding,
reporting, and other administrative requirements. This class action has been settled.
VHS is a named defendant in a breach of contract, unjust enrichment, and declaratory relief
complaint filed by Prime Healthcare Services, Inc. and Prime Healthcare Foundation, Inc. and
captioned Prime Healthcare Services, Inc., et al., vs. Blue Mountain Management Capital, et al.,
in the Superior Court of California, County of San Bernardino, and San Bernardino Justice
Center. The complaint alleges that VHS and the other defendants materially breached the
Definitive Agreement entered into between Prime Healthcare Services, Inc., Prime Healthcare
Foundation, Inc. and VHS in October 2014 and that the defendants also unjustly enriched
themselves at the plaintiff’s expense and seeks, among other relief, $135 million in damages.
VHS has filed a cross-complaint seeking $40 million. The parties are engaged in discovery and
the case is currently scheduled for trial in June 2017. At this time, management cannot accurately
estimate the amounts of any payments or settlements that might result, or if additional related
issues will arise. There can be no guarantee that any resulting payments or settlements will not
have a material adverse impact on VHS’s consolidated financial position or results of operations.
Laws and Regulations
The health care industry is subject to numerous laws and regulations of federal, state, and local
governments. Compliance with such laws and regulations can be subject to future government
review and interpretation, as well as regulatory actions unknown or unasserted at this time. These
laws and regulations include, but are not necessarily limited to, matters, such as licensure,
accreditation, government health care program participation requirements, reimbursement laws
and regulations, anti-referral laws, and false claims prohibitions. In recent years, government
activity has increased with respect to investigations and allegations concerning possible
violations of reimbursement, false claims, and anti-referral statutes and regulations by health care
providers. Certain entities of VHS are subject to such laws and regulations and to governmental
investigations, whistle-blower lawsuits, and other legal proceedings concerning such laws and
regulations. Violations of these laws and regulations could result in expulsion from government
health care programs, as well as imposition of significant fines and penalties and significant
repayments for patient services previously reimbursed.
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11. Commitments and Contingent Liabilities (continued)
VHS has 6,682 employees as of June 30, 2016, of whom just over 3,954 are full-time employees.
Approximately 76% of these employees are employed by VHS entities and are represented by
collective bargaining units. Majority of the employees are represented by collective bargaining
agreements with Service Employees International Union (SEIU) and California Nurses
Association (CNA). The agreement with SEIU, representing 41% of these employees, will expire
on October 31, 2018, and the agreement with CNA, representing 22% of these employees,
expired on April 30, 2016, and is currently in the process of being negotiated. Employee strikes
or other adverse labor actions may have a material adverse impact on VHS’s consolidated
financial position or results of operations.
Lease Commitments
Future minimum lease payments under VHS’s significant non-cancelable operating leases (with
initial or remaining lease terms in excess of one year) as of June 30, 2016, are as follows
(in thousands):
Operating
Leases
2017
2018
2019
2020
2021
Thereafter

$

$

9,521
5,791
3,830
3,871
3,235
2,970
29,218

Rent expense was $19,501,000 and $22,318,000 for the years ended June 30, 2016 and 2015,
respectively.
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11. Commitments and Contingent Liabilities (continued)
Seismic Standards
VHS assessed its earthquake retrofit requirements for health care facilities under a state of
California law SB 90 that can allow a delay of up to seven years from the January 1, 2013,
deadline for Structural Performance Category 1 (SPC-1) retrofits. This affects six buildings at
three of VHS’s hospitals. The previously reported seventh building, the St. Vincent Medical
Center Central Plant, has been upgraded to SPC-2 status. Extensions have been approved by the
Office of Statewide Health Planning and Development as follows:
St. Vincent Medical Center Main Hospital must meet SP-2 standards by January 1, 2019.
St. Vincent Medical Center Doheny Wing must meet SP-2 standards by July 1, 2019.
O’Connor Hospital 1953 Building must meet SPC-2 standards by July 1, 2019. O’Connor
Hospital 1953 Boiler Plant/Laundry must meet SPC-2 standards by January 1, 2019.
Seton Medical Center Main Tower and Seton Medical Center Front Wing must meet SP-2
standards by July 1, 2019.
12. Subsequent Events
VHS has evaluated subsequent events and disclosed all material events through December 8,
2016, which is the date these consolidated financial statements of VHS were issued.
VHS entered into an extended supply support agreement with Premier Healthcare Solutions to
redesign the supply chain infrastructure and operations over a three-year period beginning
September 1, 2016, to improve resource utilization.
In October 2016, VHS engaged Conifer Health Solutions for its expertise as a single-source
revenue cycle management provider. The multi-year agreement will yield optimized revenue
cycle operations for the health system’s six facilities, enhanced operating efficiency and reduced
administrative expenses.
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Ernst & Young LLP
Sacramento Office
Suite 300
2901 Douglas Boulevard
Roseville, CA 95661

Tel: +1 916 218 1900
Fax: +1 916 218 1999
ey.com

Report of Independent Auditors on
Supplementary Information
The Board of Directors
Verity Health System of California, Inc.
Our audit was conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The accompanying consolidating financial statement schedules for Verity
Health System of California, Inc. are presented for the purposes of additional analysis and are
not a required part of the financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. The information has been subjected to the
auditing procedures applied in the audit of the consolidated financial statements and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States. In our opinion, the information is fairly stated
in all material respects in relation to the financial statements as a whole.

December 8, 2016
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A member firm of Ernst & Young Global Limited

50

Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Consolidating Balance Sheet
As of June 30, 2016
(In Thousands)

O’Connor
Hospital
Assets
Current assets:
Cash and cash equivalents
Patient accounts receivable
Due from government agencies
Due from related organizations
Other current assets
Other restricted assets
Total current assets

$

Assets limited as to use:
Other investments
Under bond indenture agreements
Total assets limited as to use
Property and equipment, net
Other long-term assets
Total assets
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$

2,663
31,505
2,307
8,000
15,360
–
59,835

Seton
Medical
Center
Coastside

Seton
Medical
Center

$

4,875
23,933
1,795
24,682
8,696
–
63,981

$

256
4,695
–
–
261
–
5,212

St. Francis
Medical
Center

$

21,598
58,838
10,444
262,631
42,648
–
396,159

Saint
Louise
Regional
Hospital

$

3,934
10,631
219
5,855
4,887
–
25,526

St. Vincent
Medical
Center

$

7,153
25,632
5,372
13,948
16,875
–
68,980

System
Office

$

3,467
–
–
202,540
9,301
–
215,308

–
–
–

–
–
–

–
–
–

–
–
–

–
–
–

2,967
–
2,967

–
25,154
25,154

32,875
18
92,728

27,210
86
91,277

386
2
5,600

98,233
329
494,721

12,099
5
37,630

44,755
139
$ 116,841

293
6,981
$ 247,736

$

$

$

$

Eliminations

$

Obligated
Group
Subtotal

– $
–
–
(477,535)
–
–
(477,535)

–
–
–

43,946
155,234
20,137
40,121
98,029
–
357,467

2,967
25,154
28,121

–
–
$ (477,535) $

215,851
7,560
608,999
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Verity Health System of California, Inc.
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Consolidating Balance Sheet (continued)
As of June 30, 2016
(In Thousands)
Obligated
Marillac
Verity
Group
Insurance
Medical
Subtotal Company, Ltd. Foundation
Assets
Current assets:
Cash and cash equivalents
Patient accounts receivable
Due from government agencies
Due from related organizations
Other current assets
Other restricted assets
Total current assets
Assets limited as to use:
Other investments
Under bond indenture agreements
Total assets limited as to use
Property and equipment, net
Other long-term assets
Total assets
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$

43,946
155,234
20,137
40,121
98,029
–
357,467

$

2,707
–
–
–
5,464
–
8,171

$

2,881
4,413
–
5,496
2,209
–
14,999

Verity
Business
Services

$

53
–
–
9,387
429
–
9,869

Verity
Holdings, LLC

$

13,041
–
–
–
539
12,074
25,654

All Other
Entities

$

3,729
677
–
933
4,031
–
9,370

2,967
25,154
28,121

47,895
–
47,895

–
–

–
–
–

48,294
–
48,294

13,087
–
13,087

215,851
7,560
$ 608,999

–
–
56,066

1,798
519
17,316

295
117
10,281

26,692
55
100,695

276
2,110
24,843

$

$

$

$

$

VHS
Total

Eliminations

$

– $
–
–
(55,937)
(4,428)
–
(60,365)

–
–
–

$

66,357
160,324
20,137
–
106,273
12,074
365,165

112,243
25,154
137,397

–
–
(60,365) $

244,912
10,361
757,835
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Verity Health System of California, Inc.
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Consolidating Balance Sheet (continued)
As of June 30, 2016
(In Thousands)
Seton
Medical
Center

O’Connor
Hospital
Liabilities and net assets
Current liabilities:
Accounts payable
Accrued liabilities and other current liabilities
Current portion of long-term debt
Due to government agencies
Due to related organizations
Total current liabilities
Pension obligations
Workers’ compensation & HPL/GL
Other long-term liabilities
Long-term debt – net of current portion
Total liabilities
Net (deficit) assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net (deficit) assets
Total liabilities and net assets
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$

8,968
27,286
699
–
148,039
184,992
62,132
–
179
49,154
296,457

$

5,490
32,469
857
–
82,663
121,479

Seton
Medical
Center
Coastside

$

486
–
2,773
60,248
184,986

(203,729)
(93,709)
–
–
–
–
(203,729)
(93,709)
$ 92,728 $ 91,277 $

102
1,639
–
–
19,694
21,435
64
–
–
–
21,499

St. Francis Saint Louise St. Vincent
Medical
Regional
Medical
Center
Hospital
Center

$

4,337
59,627
3,642
–
92
67,698

$

117,726
–
173
71,984
257,581

(15,899)
237,088
–
52
–
–
(15,899)
237,140
5,600 $ 494,721

1,877
9,380
424
–
52,875
64,556
6,959
–
–
29,774
101,289

$

$

6,782
25,486
783
1,155
156,061
190,267
94,797
–
2,215
55,025
342,304

System
Office

$

4,582
38,678
–
–
33,928
77,188
19,363
5,199
27,559
109,031
238,341

(63,659)
(228,756)
9,396
–
622
–
–
2,671
–
(63,659)
(225,463)
9,396
37,630 $ 116,841 $ 247,736

Eliminations

$

Obligated
Group
Subtotal

– $
–
–
–
(477,535)
(477,535)

32,138
194,565
6,405
1,155
15,817
250,080

–
–
–
–
(477,535)

301,527
5,199
32,899
375,216
964,921

–
(359,267)
–
674
–
2,671
–
(355,922)
$ (477,535) $ 608,999

1606-1958355

Verity Health System of California, Inc.
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Consolidating Balance Sheet (continued)
As of June 30, 2016
(In Thousands)
Obligated
Group
Subtotal
Liabilities and net assets
Current liabilities:
Accounts payable
Accrued liabilities and other current liabilities
Current portion of long-term debt
Due to government agencies
Due to related organizations
Total current liabilities

$

Pension obligations
Workers’ compensation & HPL/GL
Other long-term liabilities
Long-term debt – net of current portion
Total liabilities
Net (deficit) assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net (deficit) assets
Total liabilities and net assets
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32,138
194,565
6,405
1,155
15,817
250,080

Marillac
Verity
Insurance
Medical
Company, Ltd. Foundation

$

301,527
5,199
32,899
375,216
964,921

$

(359,267)
674
2,671
(355,922)
608,999 $

178
15,317
–
–
–
15,495

$

3,767
6,112
54
–
2,990
12,923

Verity
Business
Services

$

54
1,793
–
–
6,310
8,157

Verity
All Other
Holdings, LLC Entities Eliminations

$

225
499
188
–
–
912

–
31,749
–
–
47,244

–
–
–
–
12,923

–
–
–
–
8,157

–
–
253
5,140
6,305

8,822
–
–
8,822
56,066

4,393
–
–
4,393
17,316

2,124
–
–
2,124
10,281

34,022
60,368
–
94,390
100,695

$

$

$

$

–
143
–
–
30,821
30,964

$

–
–
214
–
31,178

(24,089)
12,288
5,466
(6,335)
$ 24,843 $

– $
(1,026)
–
–
(55,938)
(56,964)
–
(3,401)
–
–
(60,365)

–
–
–
–
(60,365) $

VHS
Total

36,362
217,403
6,647
1,155
–
261,567
301,527
33,547
33,366
380,356
1,010,363

(333,995)
73,330
8,137
(252,528)
757,835
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Consolidating Statement of Operations
For the Year Ended June 30, 2016
(In Thousands)

O’Connor
Hospital
Unrestricted revenues and other support:
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less
provision for doubtful accounts
Premium revenue
Other operating revenue
Contributions
Total unrestricted revenues and other support

Seton
Medical
Center

Seton
Medical
Center
Coastside

$ 241,063 $ 198,552 $
(3,651)
(5,041)

St. Francis Saint Louise St. Vincent
Medical
Regional
Medical
Center
Hospital
Center

19,743
118

$ 381,146 $
(9,210)

82,898 $ 198,029 $
(2,088)
(6,323)

Obligated
Group
Eliminations Subtotal

System
Office
–
–

$

–
–

$ 1,121,431
(26,195)

237,412
625
7,324
91
245,452

193,511
–
888
123
194,522

19,861
–
570
15
20,446

371,936
79,191
3,456
3,901
458,484

80,810
–
153
24
80,987

191,706
16,596
1,131
95
209,528

–
–
129,109
–
129,109

–
(246)
(128,865)
–
(129,111)

1,095,236
96,166
13,766
4,249
1,209,417

Expenses:
Salaries and benefits
Supplies
Purchased services and other
Depreciation and amortization
Interest – net
Total expenses

168,114
37,962
85,872
9,836
3,184
304,968

143,527
29,993
72,577
7,976
3,385
257,458

15,639
1,690
3,112
184
13
20,638

194,710
37,239
179,770
13,957
4,022
429,698

54,557
7,548
27,193
2,659
2,178
94,135

102,451
46,435
95,464
9,832
4,485
258,667

18,958
(2,111)
136,987
493
3,034
157,361

–
–
(129,111)
–
–
(129,111)

697,956
158,756
471,864
44,937
20,301
1,393,814

Operating (loss) income
Investment income
(Deficiency) excess of revenues over expenses

(59,516)
–
(59,516)

(62,936)
–
(62,936)

28,786
–
28,786

(13,148)
–
(13,148)

(49,139)
–
(49,139)

(28,252)
693
(27,559)

–
–
–
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(192)
–
(192)

(184,397)
693
(183,704)
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Verity Health System of California, Inc.
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Consolidating Statement of Operations (continued)
For the Year Ended June 30, 2016
(In Thousands)

O’Connor
Hospital
Change in pension liability
Other
Net assets released from restrictions used
for purchase of property and equipment
(Decrease) increase in unrestricted net assets
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$

$

Seton
Medical
Center

Seton
Medical
Center
Coastside

St. Francis Saint Louise St. Vincent
Medical
Regional
Medical
Center
Hospital
Center

(7,886) $
(17,105)

410 $
(7,168)

54 $
(1,031)

736
(83,771) $

920
(68,774) $

–
(1,169) $

(23,590) $
(2,892)
148
2,452

$

System
Office

Obligated
Group
Eliminations Subtotal

(1,817) $
(5,272)

(20,157) $
(9,001)

(995) $
423

–
–

$

(53,981)
(42,046)

36
(20,201) $

63
(78,234) $

–
(28,131) $

–
–

1,903
$ (277,828)
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Consolidating Statement of Operations (continued)
For the Year Ended June 30, 2016
(In Thousands)

Obligated
Group
Subtotal
Unrestricted revenues and other support:
Net patient service revenue
Provision for doubtful accounts
Net patient service revenue less
provision for doubtful accounts
Premium revenue
Other operating revenue
Contributions
Total unrestricted revenues and other support
Expenses:
Salaries and benefits
Supplies
Purchased services and other
Depreciation and amortization
Interest – net
Total expenses
Operating (loss) income
Investment income
(Deficiency) excess of revenues over expenses

57

Marillac
Verity
Insurance
Medical
Company, Ltd. Foundation

$ 1,121,431 $
(26,195)

–
–

$

35,369 $
(506)

Verity
Business
Services

Verity
Holdings, LLC
–
–

$

–
–

All Other
Entities
$

Eliminations

4,879 $
(33)

–
–
–

VHS
Total
$ 1,161,679
(26,734)

1,095,236
96,166
13,766
4,249
1,209,417

–
–
12,943
–
12,943

34,863
26,682
6,465
–
68,010

–
–
17,019
–
17,019

–
–
8,643
12,074
20,717

4,846
1
(24)
322
5,145

(35,850)
–
(35,850)

1,134,945
122,849
22,962
16,645
1,297,401

697,956
158,756
471,864
44,937
20,301
1,393,814

–
–
17,693
–
–
17,693

21,799
5,310
58,846
1,952
(25)
87,882

12,612
127
4,175
105
–
17,019

145
110
6,544
1,384
317
8,500

3,381
1,241
1,165
35
–
5,822

(12,612)
(127)
(23,006)
(105)
–
(35,850)

723,281
165,417
537,281
48,308
20,593
1,494,880

(4,750)
1,340
(3,410)

(19,872)
–
(19,872)

–
–
–

12,217
–
12,217

(184,397)
693
(183,704)

(677)
17
(660)

–
–
–

(197,479)
2,050
(195,429)
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Verity Health System of California, Inc.
(Formerly Daughters of Charity Health System)

Consolidating Statement of Operations (continued)
For the Year Ended June 30, 2016
(In Thousands)

Obligated
Group
Subtotal
Change in pension liability
Other
Net assets released from restrictions used
for purchase of property and equipment
(Decrease) increase in unrestricted net assets
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$

$

Marillac
Verity
Insurance
Medical
Company, Ltd. Foundation

(53,981) $
(42,046)

–
–

$

1,903
(277,828) $

–
(3,410) $

–
19,382

Verity
Business
Services

Verity
Holdings, LLC

$

–
–

–
(490) $

–
–

$

$

–
21,807
–
34,024

All Other
Entities
$

$

–
799

VHS
Total

Eliminations
$

–
–

(21)
118 $

–
–

$

$

(53,981)
(58)
1,882
(247,586)

1606-1958355

EY | Assurance | Tax | Transactions | Advisory
About EY
EY is a global leader in assurance, tax, transaction and advisory services.
The insights and quality services we deliver help build trust and confidence in
the capital markets and in economies the world over. We develop outstanding
leaders who team to deliver on our promises to all of our stakeholders. In so
doing, we play a critical role in building a better working world for our people,
for our clients and for our communities.
EY refers to the global organization and may refer to one or more of the
member firms of Ernst & Young Global Limited, each of which is a separate
legal entity. Ernst & Young Global Limited, a UK company limited by guarantee,
does not provide services to clients. For more information about our
organization, please visit ey.com.
© 2016 Ernst & Young
LLP. All Rights Reserved.

ey.com

#38

Title 11, California Code of Regulations, § 999.5(d)(11)(G)

Copies of any requests for opinions to the Internal Revenue Service for rulings attendant to
this transaction and any Internal Revenue Service responses thereto
There have not been any requests for opinions to the Internal Revenue Service for rulings in
connection with the proposed Transaction.

4827-4558-8919v.7 0115205-000006

#39

Title 11, California Code of Regulations, § 999.5(d)(11)(H)
Pro forma post-transaction balance sheet for the surviving or successor nonprofit
corporation

Please see description in Section 999.5(d)(4)(B).
As stated above, VHS and its affiliated entities will file a plan of liquidation to be confirmed
pursuant to Section 1129 of the Bankruptcy Code (the “Plan”). The Plan will create a
“liquidating trust” (the “Trust”) and appoint a “liquidating trustee.” On the “effective date” of the
Plan, among other things, all assets will be transferred to the Trust. The liquidating trustee’s
power and authorities and responsibilities will be set forth in a trust agreement and will include,
among other things, (i) overseeing the implementation of the Plan, including with respect to
management, control, and operation of the liquidating debtors, (ii) effectuate the wind down and
ultimate dissolution of the debtors as legal entities, (iii) make distributions to creditors, (iv)
pursue claims, counterclaims, and causes of action assigned to the Trust or the control of which
is assumed by the Trust pursuant to this Plan, and (iv) take any other action required or permitted
by the Plan. After consummation of the Plan, the liquidating trustee will request a final decree to
close the Bankruptcy Cases, which may be one to two years after the Plan is confirmed, but
could be longer depending on the nature and time of any litigation pursued by the trustee.

4827-4558-8919v.7 0115205-000006

